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LETTER OF TRANSMITTAL 


House or REPRESENTATIVES, 
SUBCOMITTEE ON HOUSING OF THE 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, December 1. 1952. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Curren Ys 
House of Representatives, Washington, D. 


Dear Mr. CHatirmMan: We are pleas ed to submit to you herewith the 
unanimous report of the Subcommittee on Housing. 

Each of the members of this subcommittee asked me to express to 
you for them their appreciation, as well as my own ap preciation, for 
the confidence you re posed in us in naming us to this subcommittee. 

This document is a report, with recommendations, of our investiga- 
tions of housing constructed under VA and FHA programs. This 
report is made possible because of the complete and harmonious co- 
oper ation of the other members of the subcommittee, namely, Hon. 
Charles B. Deane, Hon. Hugh J. Addonizio, Hon. Isidore Dollinger, 
Hon. Ralph A. Gamble, Hon. Albert M. Cole, and Hon. William B. 
Widnall. 

[ take this opportunity to extend my personal thanks to each of them 
for their active and conscientious personal interest in this work. 

Sincerely yours, 


ALBert Ratns, 
Chairman, Subcommittee on Housina. 
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HOUSING CONSTRUCTION UNDER VA AND FHA 
PROGRAMS 


I NTRODUCTION 
PURPOSE OF STUDY 


Toward the close of the first session of the Eighty-second Congress 
the House Banking and Currency Committee was authorized under 
House Resolution 436 to conduct investigations into various matters 
coming within the jurisdiction of the committee. The Committee on 
Banking and Currency thereupon authorized the appointment of a 
Subcommittee on Housing to conduct a study of housing constructed 
under VA and FHA programs. Membership of this subcommittee 
included Mr. Rains of Alabama, chairman, Mr. Deane of North Caro- 
lina, Mr. Addonizio of New Jersey, Mr. Dollinger of New York, Mr. 
Gamble of New York, Mr. Cole of Kansas, and Mr. Widnall of New 
Jersey 

The subcommittee, as a result of its study and investigation, gained 
a great deal of additional insight into the technical and administrative 
fune tioning of the Federal Housing Administration and the Veterans’ 
Administration in their operation of housing programs developed and 
enacted by Congress during the past 18 years. In preparing for its 
investigation, the subcommittee agreed that its primary objective 
should be, first, to uncover any deficiencies in either the VA or FHA 
housing programs which may have contributed in any manner to the 
construction of shoddily built homes, and second, to recommend such 
action, either administrative or legislative, as would help prevent the 
recurrence of such deficiencies in the future. The subcommittee agreed 
further that complaints of defective housing brought to the attention 
of the subcommittee during its study would be referred to the appro- 
priate agency for an investigation and report. The complainant in each 
instance would be advised by the subcommittee concerning the findings 
of such investigations. 


ITINERARY AND HEARINGS 


The subcommittee was necessarily restricted in making this study 
because of the short time available and other pressing legislative assign- 
ments of its members. Because of this, hearings were limited to those 
conducted in Washington, D. C., and in several localities visited on 
four field trips. The W ashington hearings were held February 5 and 
6. The itinerary for the field trips was determined largely by the 
volume of complaints received from different localities both by mail 
and through Members of Congress. The first field trip was made to 
the New York and New Jersey area. Hearings in this area were con- 
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ducted in Newark, N. J., on February 11; in Hackensack, N. J., on 
February 12; and in Bay Shore, Long Island, N. Y., on February 13. 
The second field trip included hes rings at Jacksonville, Miami, and 
Key West, Fla. Hearings in this area were conducted on March 11 
and 13. The third trip included heari ings at Oklahoma City, Okla., on 
April 17 and Corpus Christi, Tex., on April 18. The fourth and final 
field hearing was held in Detroit on June 6. A hearing on a Wherry 
Act housing project in Dayton, Ohio, was held in W ashington, D. C., 
on June 17. The subcommittee has summarized each of these hearings 
in later sections of this report, indicating the nature of the complaints 
and our findings. 
ACKNOWLEDGMENTS 


For assistance in planning our study and in making necessary con- 
tacts with people in each of the cities visited, for focusing our atten- 
tion on the more important objects of study, and for numerous cour- 
tesies extended to us, we are indebted to State and municipal officials, 
civic groups, including veterans’ organizations, industry and labor 
organizations, field office officials of the Federal Housing Administra- 
tion and the Veterans’ Administration and to fellow Members of the 
Congress. We are also indebted to the offices of the Housing and Home 
Finance Administrator, the Federal Housing Commissioner, and the 
director of the VA loan guaranty program in preparing for our infor- 
mation detailed summaries of the procedures governing the operations 


of the FHA and VA programs. 


Summary or HearrNas 1n WaAsHINGTON, D. C. 


Early in its study the subcommittee, having analyzed the com- 
plaints received, was fully aware of the types of deficiencies com- 
plained of in the administration of the FHA and VA home programs. 
It soon became clear that many of the complaints were well founded. 
It would not. be fair to the two agencies, however, if we did not men- 
tion that the subcommittee is also aware that the number of complaints 
received, in relationship to the total number of housing units insured 
or guaranteed, amount to an extremely small percentage. It also 
recognizes that no system, however carefully planned, can operate 
with perfect efficiency because of the inescapable factor of error in 
human judgment. To acquaint itself fully with the detailed pro- 
cedures employed by each of the agencies concerned, the subcommittee 
requested Raymond M. Foley, the Housing and Home Finance Ad- 
ministrator, Franklin D. Richards, the Federal Housing Commis- 
sioner, and T. B. King, the Director of the Loan Guaranty Service of 
the Veterans’ Administration, to appear and to outline, step by step, 
the manner in which the FHA mortgage-insurance plan and the VA 
guaranty program operate. 


FEDERAL HOUSING ADMINISTRATION 


The FHA is responsible for carrying out the complex duties in- 
volved in insuring home mortgage loans under the authority contained 
in the National Housing Act. The systems and procedures now used 
have been developed progressively over the agency's 18-year period 
of actual operation. 
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Standards 


The ae A system is centered in standards which include: 
Property and neighborhood location standards. 
2 Construction and design standards. 
3. Value and appraisal standards. 
4, Credit standards. 

FHA’s standards as to construction and design and property and 
neighborhood location are intended as safeguards against shoddy build- 
ing, poor design, bad site arrangements, and inadequately planned 
neighborhoods. Its appraisal and valuation standards and procedures 
are intended to prevent artificial inflation in the values attributed to 
the residential property securing FHA-insured mortgages. Its credit 
standards for mortgage borrowers are designed to safeguard the in- 
stired-mortgage system from excessive defaults and to protect home 
buyers from undert: iking loan obligations beyond their means to repay. 


[nspe ctio ns 


In order to assure that its standards of construction and design 
were followed, a system of inspections during construction was de- 
veloped. As stated by Mr. Foley, the Administrator of the Housing 
and Home Finance Agency, of which the FHA is a constituent agency, 
the inspection system “furnishes both the FHA and the mortgage 
lender with the necessary assurance that the value of the property 
which secures the mortgage loan is, in fact, produced.” 

One- to four-family structures are required to have at least three 
inspections: One at the time of setting of the footings, or completion 
of foundations; the second when the property is under roof, but when 
roughed-in plumbing and other mechanical equipment may be ob- 
served; and the third when the construction of the building has been 
completed. Additional inspections may be made if it is determined 
that it is desirable or necessary to do so. 

While emphasis was placed upon the inspection of construction on 
the site, the subcommittee was advised that compliance inspectors of 
FHA also reported on aspects of construction of off-site improvements, 
including sewers, water supply lines, streets, and other similar con- 
struction 1 beyond the mortgaged property. 

Review 

Periodic reports of the compliance inspectors are reviewed in the 
architectural section of the local FHA office having jurisdiction and 
failures of compliance are reported back to the builder and the mort- 
gage lender so that they may be kept advised of the acceptable or 
unacceptable progress of the work. 

Administrative supervision 

A system of administrative supervision is exercised through the 
FHA zone commissioners who work out of Washington. The fune- 
tion of this administrative supervision is to assure that the operations 
of the various State and district offices are actually being carried out 
in conformity with the established standards and procedures. 

Land planning 


Because of the nature of complaints that had been received, there was 
extensive questioning by the subcommittee concerning standards and 
procedures governing land planning. It developed that the land- 
planning procedure of FHA takes into account: 
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1. Analysis of topographical data to determine the most desirable 
and practical locations of streets, lot grades, storm-water drainage, 
sanitary sewer lines, preservation of existing desirable conditions 
(such as large trees), any existing contiguous built-up areas, and 
similar practical land development considerations. 

2. If individual sewerage systems (septic tanks) or individual water 
supply systems are proposed, FHA land planning procedure requires 
that percolation tests of the soil porosity) be taken at specific inter- 
vals, in order to determine the ability of the land to absorb septic tank 
effluent successfully without danger of pollution of water supply. 

3. Street construction, grading (both rough and finish) , landscaping 
material, lot sizes, and similar items also are specified in the sub- 
division report. 

The subcommittee was informed that percolation tests are obtained 
from engineers who make actual soil Testes after the borings are made, 
or from established data which has been developed by the health 
authorities having jurisdiction over the area. The qualifications of 
the engineer to report on soil porosity is determined by the chief archi- 
tect of FHA. The subcommittee was also informed that there was an 
arrangement whereby land planning facilities are made available to 
insuring offices, upon their request, because the staff of a district office 
does not necessarily include a land-planning consultant. Installation 
of septic tanks also requires advance approval of the local health 
authorities before the FHA will permit the utilization of such a 
system. 


VETERANS’ ADMINISTRATION 


The Loan Guaranty Service of the Veterans’ Administration is 
charged with the administration of title III of the Servicemen’s Re- 
adjustment Act. That legislation was originally enacted in June 
1944 to assist the readjustment in civilian life of returning World War 
II veterans by facilitating their ability to acquire homes of their own 
in the community to which they returned or in which they settled upon 
their discharge from their military duties. Incident to its enactment 
the Congress foresaw the necessity of prescribing a number of safe- 
guards against the misuse of its hberal provisions. 

Reasonable value 

Chief of these safeguards was the requirement that the purchase 
price or cost of any property purchased or constructed with the pro- 
ceeds of a guaranteed loan should not be in excess of reasonable value 
as determined by appraisal made by an appraiser designated by the 
Veterans’ Administration. Subject to that basic requirement, the Con- 
gress originally contemplated that the veteran should be accorded full 
freedom of choice in the kind of home he might choose to buy or build. 


Minimum construction requirements 


Not until the enactment of the Housing Act of 1950 (in April 1950) 
did the Congress expressly authorize and direct the Veterans’ Admin- 
istration to prescribe minimum construction requirements. 

Originally, the GI guaranty was little used as a source of construc- 
tion financing, as it is not available until after the house is com- 
pleted and purchased by an eligible veteran. However, in 1947 the 
Veterans’ Administration saw the possibility of encouraging more 
widespread observance of improved standards and methods of con- 
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struction by inaugurating a procedure whereby it would determine 
reasonable value in advance of construction for a builder who would 
submit plans and specifications and land-planning data before start- 
ing to build. This gave the Veterans’ Administration a practical, al- 
though indirect, element of control over the quality of building, for if 
the plans and specifications thus submitted revealed details that were 
improper or inadequate the Veterans’ Administration appraisal com- 
mittee would recommend corrections before proceeding. 

This method of control was formalized in the following year, 1948, 
by the adoption of mu 1imum construction requirements. For that 
purpose, the Veterans’ Administration adopted, with modifications, 
the minimum construction requirements in use by FHA in each area 
Similarly, the VA minimum requirements for individual water supply 
and sewage disposal systems were adapted from FHA requirements 
in 1948. As required by express statutory provision under the Hous- 
ing Act of 1950, the Veterans’ Administration made the observance 
of minimum construction standards mandatory for new construction. 
A ppraisal service 

At the outset of the loan-guaranty program, the Veterans’ Admin- 
istration designated local real-estate appraisers to appraise each unit. 
To expedite the processing of cases, lenders were permitted to select 
an appraiser from lists of approved appraisers furnished to them by 
the local Veterans’ Administration office for that purpose. This prac- 
tice was found so productive of gross abuse and favoritism that these 
lists were withdrawn at the end of 1946. Thereafter, the local VA 
office designated the fee appraised in each case. Appraisal procedure 

was still further ehsened in May 1948 when the Veterans’ Adminis- 
tration field offices ‘began to review each fee appraiser’s report in ad- 
vance of its release so that the final approved valuation was supplied 
to the lender or builder from the VA office. 

All salaried employees of the Veterans’ Administration are civil- 
service employees, but the work at the site of existing or new construc- 
tion is done under its system by a fee appraiser or fee inspector, who is 
a local artisan or professional man, not a salaried employee of the 
Government. 

The fee appraiser must have had at least 5 years of experience in 
appraisal work in the community or area in which he is proposing to 
accept designation by the Veterans’ Administration. In practically 
all instances, with minor administrative exceptions, the veteran- 
applicant pays the fee of the appraiser. 

The findings of the fee appraisers are reviewed and spot-checked 
by a small group of salaried technicians in the local Veterans’ Admin- 
istration office. The review and spot-checking are designed both as a 
safeguard against abuse and to assure coordinated observance of pre- 
scribed appraisal practices and policies, 

Fee inspectors 


When the system of preconstruction appraisals was put into opera- 
tion in November 1947 it was apparent that adherence to the plans 
and s ee ations upon which the preconstruction appraisal was based 


would have to be assured through periodic inspection as construction 
progressed. 
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Following the same pattern that was put into effect for its appraisal 
operations, the Veterans’ Administration arranged to have these in- 
spections made on a fee basis by local people who were familiar with 
construction details and methods. At the same time, lenders were 
relieved of the responsibility of supervising new construction that 
had theretofore been placed upon them. 

These fee inspectors are required to inspect materials and struc- 
tural details at preseribed stages as building progresses. Coincident 
with each visit to the site, they are required to make a report to the 
local Veterans’ Administration office. They are also required to reject 
work or demand its correction in each instance where they observe 
any detail of noncompliance, whether it be failure to comply with 
the plans and specifications upon which Veterans’ Administration 
based its appraisal of the particular unit or a failure to comply with 
the applicable minimum construction requirements. The fee inspec- 
tors are, in turn, subjected to the supervision of construction analysts 
employ ed by the local VA office on a ‘salaried basis. 

Where the Veterans’ Administration issues a certificate of reason- 
able value in advance of construction, it is made expressly conditional 
upon compliance with plans and specific ations and the prescribed 
minimum construction requirements. As evidence of such compliance, 
the Veterans’ Administration agrees to take either the reports of its 
fee inspectors or, alternatively, the final compliance report of the FHA 
compliance inspector if the latter agency is inspecting the job. This 
is done to avoid the duplication of the inspection function by two 
Government agencies. In some cases where there is material devia- 
tion between the details with which FHA is concerned and those upon 
which the Veterans’ Administration has based its action, a final VA 
inspection is also required. Where veterans are known to have bought 
units prior to completion, VA permits no deviations that do not have 
the written consent of the veteran. 

Where a project is involved, instead of designating one appraiser, 
i group of appraisers are designated. When a builder requests a 
certificate of reasonable value from VA prior to construction of a 
project, he is required to submit information concerning his prunes 
development of the site, including detailed plans and specifications, 
and he is required to furnish reports of local officials as to any drain- 
age, sanitation, or sewage factors which may be involved. The site 
inspection of the project area is made by the appraisal committee. 


TESTIMONY FROM MEMBERS OF CONGRESS 


The subcommittee, at its Washington hearings, heard testimony 
from four Members of Congress : the Honorable Reva Beck Bosone, 
a Representative from Utah; the Honorable John E. Lyle, a Repre- 
sentative from Texas; the Honorable John Jarman, a Representative 
from Oklahoma; and the Honorable Charles E. Bennett, a Representa- 
tive from Florida. 

Representative Bosone discussed a housing project, known as the 
Kearns project, a few miles outside of Salt Lake City. Kearns was a 
military camp in World WarIl. It was turned over to private owner- 
ship after the war. The barracks were torn down, but the water, 
lighting, and sewage-disposal facilities were salvaged by the pur- 
chaser, along with some paving. About 170 to 180 “low cost” homes 
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were then built, with FHA-insured mortgages. The‘ heating units 
proved to be inadequate, but the building corporation became insol- 
vent before the home purchasers could take action. Representative 
Bosone pointed out that, although the FHA later persuaded the heater 
manufacturer to agree to make necessary changes in the units, it was 
apparent that the failure of the FHA inspection to uncover the defect 
left the purchasers with no adequate legal remedy after the builder 
became insolvent. 

Representative Lyle told the subcommittee that some 100 cases had 
been called to his attention where veterans had purchased new homes 
in Corpus Christi, Tex., with mortgages guaranteed by the Veterans’ 
Administration and then found very serious construction defects 
after moving into the homes. He stated that local VA officials have 
said that, under the present law, they cannot do anything about the 
conditions, and that the contractor has refused to repair the defects. 
Mr. Lyle suggested that homes buiit with Government-insured or 
guaranteed financing be required to carry construction warranties 
stating that the homes were built in conformance with FHA standards. 

Representative Jarman discussed a housing project in a suburb of 
Oklahoma City where the home mortgages were guaranteed by the 
Veterans’ Administration. About 200 to 250 homes were in the 
project. The chief complaint concerned inadequate drainage. <A 
number of these homes have suffered severe damage as a result of being 
flooded by standing rain water. Representative Jarman’s constituents 
stated that the project was built on a low-lying area which apparently 
was once covered with standing water during the rainy season and 
sometimes during the entire year. The VA claims that the existing 
drainage conditions have developed largely since their original in- 
spection of the area, and that grading done by the city of Bethany 
and some of the improvement work of the builder have contributed 
to the drainage difficulties. 

Representative Bennett, who had received a number of complaints 
of poorly constructed Government-aided houses, described houses in 
Jac ae ille which had various construction defects. One had a septic 
tank that did not operate because of the high-water level in the lot. 
The YA informed him that its local office there always requires 
written approval by city and State health authorities before a com- 
niitment can be issued if a septic tank is to be used, and that this 
was done in the case cited. He was also informed that the VA office 
is not staffed with engineers who can make the necessary percolation 
tests to determine whether the lot is suitable for septic-tank 
installation. 

Mr. Bennett suggested that the VA be given authority to disqualify 
a builder from constructing houses under the VA program if he has 
constantly refused to make good on poor material or construction ; to 
establish minimum sizes of ‘jot; to require a sewage system (rather 
than septic t tanks) for subdivisions containing 50 or more dwellings; 
to refuse issuance of reasonable-value certificates on existing proper- 
ties where construction does not meet certain minimum specifications; 
and to reject properties which have been poorly planned and which do 
not meet acceptable standards. He also recommended that the classi- 
fication of VA appraisal employees be reconsidered to see whether it 
is possible to obtain qualified personnel for this type of work at 
present rates of pay. 
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NEWARK, N. J. 


The subcommittee met in Newark, N. J., on February 11, 1952, 
with the Honorable Albert Rains (chairman) presiding. Other mem- 
bers of the subcommittee present were Messrs. Cole, Dollinger, Gam- 
ble, and Widnall. 

Home owners, individually and through their representative ¢ civic 
associations and through State and local veterans’ associations, testi- 
fied about faulty quality of homes purchased with FHA-insured and 
V A-guaranteed loans. Others who testified were officials of the VA 
regional oflice, the State FHA-insuring office, the New Jersey governor 
of the International Society of Residential Appraisers, and the presi- 
dent of the New Jersey Home Builders Association. 

The testimony of the owners, most. of whom were veterans, and 
their representatives dealt with poor and shoddy construction which, 
they asserted, should have been evident to a competent inspector; 
with marketing practices used by some builders which prevented the 
buyers from having legal representatives present at closings; and 
with the use of watchmen, and in one case an armed guard, who pre- 
vented buyers from inspecting the housing during construction. Such 
inspections might have enabled the buyers to protect themselves 
against shoddy building. A lack of knowledge, at the time they were 
buyi ing, of the legal effect of the purchase agreements they signed, as 
well as of the limitations of FHA and VA underwriting, further 
handicapped the buyers in dealing with builders. 

A recurring complaint about the houses was poor drainage, wet or 
flooded cellars, and failure of septic tanks to function properly. 
Often, the hearings disclosed, the three conditions were concurrent, 
a resultant of a failure to make adequate allowance in the development 
planning for the nature of the ground or a failure of inspection to 
assure that the plans were properly executed. Also witnesses testified 
to inferior workmanship, substitution of materials, inadequate in- 
spection by Government officials, and unsatisfactory handling of 
complaints by VA and FHA officials. 

The department commander of the American Legion of New Jersey 
made several recommendations on behalf of the department's housing 
committee. These included strengthening the legal status of the VA 
to enable it to enforce compliance with housing specifications; estab- 
lishment of the high-water line for water tables where a new housing 
development is undertaken, preferably by local or State authorities; 
adoption of modernized building codes; inclusion of specifications for 
the house as part of the pure chase contract; and review of the title at 
the time of closing by VA. 

The State commander of the Department of New Jersey, Veterans 
of Foreign Wars, complained of defective lumber in VA- -guaranteed 
houses, including termite-infested lumber used in foundations. He 
stated that the VA inspectors approved the houses containing the 
defective lumber. 

The State service director for the State of New Jersey AMVETS 
expressed agreement with the recommendations made by the Ameri- 
can Legion. He recommended expanded VA inspection staffs and 
higher salaries for inspectors. In further testimony, he outlined 
diftic ulties his organization had had with the State FHA office when 
his organization complained of poor construction. He stated that the 
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FHA office did not act on the complaints over a long period, whereas 
the VA office acted quickly when complaints were received. 

The State housing chairman of the Jewish War Veterans recom- 
mended closer inspections, a withholding of final payment to provide 
a source of funds with which to assure satisfactory construction, and 
a tightening of purchase contracts. 

Officials of the regional V A office referred to veterans who undertook 
the purchase of a house without le: irning the nature of the legal rights 
and obligation involved. However, he pointed out that the VA had 
no control over the actions of the buyer and no connection with the 
purchase until the VA was asked for a certificate of reasonable value. 
The VA officials testified that there has always been a need for a clearer 
line of demarcation of where the builder’s responsibility for construe- 
tion ends and where the owner’s responsibility for maintenance begins. 
They also pointed out that the work of local planning boards and 
local inspections have a great deal to do with provision of adequate 
housing. 

The VA officials stated that water drainage was a main source of 
difficulty and that municipalities were ill-equipped to deal with this 
problem. Subject to calculation, however, the water risk had to be 
taken. Other causes for the complaints about the quality of the houses 
were listed by VA officials, including the urge for economy housing ; 
lack of an adequate VA technical st: uf, partic ‘ular ly specialists in land 
planning and soil engineering ; misrepresentation in selling by build- 
ers’ representatives ; inexperienced builders; shortage of skilled con- 
struction labor and uncertainties regarding supplies and deliveries of 
materials; inadequate inspections by VA fee ins pectors and FHA staff 
inspectors; lack of training by manufacturers in use and application 
of new materials; a false impression of veterans that VA guarantees 
construction as well as part of the mortgage loan; failure of veterans 
to report construction complaints to builders before complaining to 
VA; inadequate planning by local municipal officials; and the munici- 
palities’ engineers also serving as engineers for the builders. 

Officials for the VA pointed to the need for modernization of most 
local building codes; for State and local enactment of laws clearly 
defining responsibility for standards of safety, sanitation, and health; 
for establishing local high-water table levels; possible licensing of 
builders; provision for recourse against the builder for justifiable « cor- 
rective work where construction has been inspected by FHA; and 
higher salaries for VA staff appraisers and construction technicians. 

The FHA State oflicials referred to the comprehensive testimony 
given by FHA Commissioner Richards before the committee in Wash- 
ington and gave details of operations in New Jersey. It was stated 
that the FHA works ¢ losely with the State department of health in 
approving sewage systems, particularly in the development of rural 
land where there is no community or public sewage available. 

FHA officials said that it had been common practice for 5 years to 
use a bulldozer to backfill against house foundations instead of hand 
tamping the backfill at 1- foot levels, a requirement of the minimum 
property regulations that was intended to minimize seepage of 
pocketed water into cellars. Bulldozing the backfill saves about $200 
on foundation costs. 

The president of the New Jersey Home Builders’ Association stated 
that the association does not condone any poor building, but, on the 
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other hand, that the builders do want fair play. He said that the 
association is hammering at the “bad boys” in their business and, with 
the VA, had worked out a program defining the builder’s responsi- 
bility and the buyer’s responsibility. He testified to efforts of one 
builder to make corrections which the owners objected to in the ex- 
pectation that presence of uncorrected work would enable them to 
obtain a reduction in their mortgages. 

The investigators for the subcommittee reported that, in the case 
of those developments which were personally inspected, the com- 
plaints made by the witnesses before the subcommittee were substan- 
tiated. In some cases the investigators found that site developments 
did not conform to grades shown in the site plans filed with the FHA 
and VA. Poorly built streets and driveways added to the difficulties 
caused by failure to grade properly. Houses were seen where the 
grading around the dwelling did not provide sufficient pitch away 
from the structure to assure proper drainage, and in some cases side- 
valks actually graded toward the dwelling rather than away from it. 
Furthermore, the topsoil had been removed from the backyard areas 
in many cases and the exposed subsoil had not been graded, a condi- 
tion which tended to accentuate the troubles caused by the lack of 
drainage. Complaints of witnesses about wet cellars were substan- 
tiated in the houses inspected, and investigators observed conditions 
caused by failure of septic-tank systems to function properly. 

The subcommittee’s investigators checked a number of individual 
complaints about poor workmanship and substitution of materials 
cited as evidence of inadequate inspection by the underwriting Gov- 
ernment agencies. In the first of these detailed inspections investi- 
gators found warped knotty pine front; leaking porch roof; leaks 
around the head and sides of windows; no moldings around doors as 
specified; bugs eating the underflooring; poorly troweled cellar floor 
not pitched to the drain; inconsistent nailing; and substitution of ply- 
wood for 1- by 6-inch fir as roof sheathing. In the second house the 
cellar was found to be damp; the picture window in the living room 
separating from the wall; leaking windews; shingles improperly ap- 
plied: linoleum improperly installed; and minor structural defects. 
In the third house the cellar was found to be damp and the cement 
work in the cellar poor; bark on the subflooring; linoleum where the 
owner had selected tile flooring; no molding on entrance doorframe ; 
shingles improperly installed ; minor structural defects; and bad grad- 
ing of plot. 

HACKENSACK, N. J. 


On February 12 the subcommittee continued its hearings in New 
Jersey, sitting in Hackensack. The Honorable Albert Rains (chair- 
man of the subcommittee) presided. Members of the committee pres- 
ent were Messrs, Addonizio, Cole, Dollinger, Gamble, and Widnall. 

(Qwner-occupants and their representatives from more than 40 de- 
velopments, the American Legion New Jersey housing committee 
chairman, State health officials, three mayors, and a spokesman for 
builders testified. 

The owners and their representatives testified to poor drainage of 
projects; to wet and flooded cellars; to cracked walls and floors; 
warped doors; leaky and improperly fitted windows; poor paint jobs; 
leaky roofs; inadequate or improperly installed heating systems and 
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dangerous heating plants; septic tanks that overflowed; improperly 
built and graded driveways; and lack of grading in back yards. 

The public officials testified to problems created by developers who 
operated without any community responsibility and on a scale that 
outpaced local controls which had been designed to meet simpler 
pr iad 

The witnesses questioned the competency of the inspectors, the 
adequacy of their work, and even w ethene any inspection had actually 
been made. They recited statements by sales representatives that the 
buyers had nothing to worry about, that the FHA and VA inspections 
and approvals assured them good houses. They testified that when 
they discovered defects in their houses the FHA and VA rejected any 
responsibility to the home owners, provided little or no assistance 
to enable the home owners to press claims against builders, and 
accepted the builders’ statements that repairs had been made when 
actually little or nothing had been done. 

Testimony disclosed that it was customary for builders to sell from 
a sample house, but the buyers discovered later that the sales contract 
did not bind the builder to materials and workmanship used in the 
sample house, or to plans and specifications to which the buyer had 
ready access. In many cases the buyer discovered that he had no con- 
tractual basis on which he could bring suit against the builder to 
remedy defects or failures in the house he had bought. 

Investigators for the subcommittee made spot checks which gen- 
erally substantiated the complaints about conditions of the sites ‘and 
defects of the houses. One of the dev elopments inspected presented 
an attractive over-all appearance, but closer investigation revealed 
shingles carelessly applied and chipped; driveways improperly laid ; 
walks graded toward the houses rather than away from them; and 
the topsoil stripped from the rear yards and removed. The investiga- 
tors noted that, generally, the conditions reported by the owners in 
this dev elopment. were caused by the builder’s failure to complete or 
finish several items of construction. 

In other projects the investigators found the site to be such that 
natural drainage of the area was toward the development, and one 
in which a sluggish stream ran through the site. These conditions 
accentuated the problem of wet cellars caused by the natural high- 
water table. Inspections of individual houses verified the statements 
of witnesses that the cellars were damp and wet. Removal of topsoil 
by the builder, and rough grading of the exposed subsoil, further 
aggravated an already difficult drainage problem. 

The investigators reported that they" had observed, in some develop- 
ments, that a delayed endeavor by the builders to correct defects 
apparently resulted from the announcement that a congressional com- 
mittee had scheduled hearings on housing complaints. 

The American Legion housing chairman said that, although there 
are many good builders, there were also those whose objective was to 
get quick profits. These, he said, set up a corporation to build a de- 
velopment, sell the houses, and dissolve the corporation, thus avoid- 
ing any liability. He stated that they then go to a new community 
and repeat the operation. In comparing such jerry-built developments 
with well-built projects in the same area, the American Legion spokes- 
man asserted that a great deal of the fault evidently lies in faulty 
inspection by the local building inspector, failure of local govern- 
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mental bodies to enact adequate protective measures, and the failure 
of the VA system of fee inspectors. He stated that many fee inspec- 
tors are appraisers or real-estate men who have insufficient knowledge 
of drainage or engineering. Also these men represent VA one day 
and builders the next. 

The housing chairman for the New Jersey American Legion made 
a number of recommendations, including : livunsinn of builders, re- 
quiring a surety bond from builders before the start ofa development, 
a presite engineering report as a prerequisite for Federal underwrit- 
ing of mortgages, raising of minimum construction requirements, 
establishment by Federal agencies of a definite sales contract for use 
where they underwrite the mortgages, barring builders from further 
participation in FHA or VA programs where they have failed to 
correct faulty construction, replacing the fee- -inspection system of VA 
with the FHA systems of salaried inspectors, and requiring funds 
paid as deposits for houses to be placed in escrow until the builder 
performs his obligations. 

The mayors of Waldwick, New Milford, and Saddle River Town- 
ship testified to the difficulties smaller communities encountered when 
confronted with large-scale residential building. They found that 
building codes and sanitary regulations that had been sufficient to 
meet previous requirements were inadequate to cope with conditions 
created by large-scale developers. However, in spite of the short- 
comings of local codes, they blamed the FHA and VA for many of 
the difficulties which developed for owners of the new houses, par- 
ticularly for dangerous and faulty heating plants, for wet cellars, and 
for failures of septic tanks to operate properly. The mayor of Saddle 
River asserted that, for the past 5 years, the type of homes being built 
there, and their construction, have been a public scandal. He also 
said that the FHA and VA did not pay attention to complaints of the 
residents. 

The mayors generally approved the idea of requiring builders to 
assure a continuing responsibility for a period of time and they or 
their local governments have under consideration or in operation 
various requirements toward this end. 

The director of the division of environmental sanitation for the 
State department of health outlined activities undertaken by the State 
department of health at the request of the FHA to review the water- 
supply provisions and the sewage-disposal plans in applications for 
all housing projects of 50 or more units. A similar arrangement is 
now in operation for the VA program. He also referred to a measure 
ne prepared for submission to the State legislature which would 

cive the health department authority to review all plans for sub- 
ivi isions to assure proper provisions being planned for water supply 
and sewage disposal. The public-health engineer who accompanied 
the director of environmental sanitation explained some of the tech- 
nical difficulties encountered in determining the maximum height of 
ground water levels. 

The president of the Home Builders Association of Northern New 
Jersey testified that only in the past 8 months has the VA agreed to 
make allowances in the sales price to offset the added costs of water- 
proofing cellar walls. He stated that builders had also had difficulty 
in obtaining a proper allowance for this work from the FHA. He 
testified that builders had found that they could not depend upon 





| 
} 
i 








INVESTIGATION OF FHA AND VA HOUSING PROGRAMS 13 


local engineers or local community inspectors to provide dependable 
information about the height of the ground water level, and declared 
that builders who had obtained all the required local permits are not 
to blame if the data on which these permits were based proved to be 
inaccurate, and resulted in corresponding failures in facilities. He 
agreed that better presite engineering was desirable. 

The home builders’ representative placed in the record a type of 
guaranty which his association is preparing for use of its members. 
It includes general builder responsibility toward the property for 30 
days and continued builder responsibility for 1 year on four items: 
maintenance of roof and flashing against leaks; the septic tank, if 
one is installed; the heating unit and heating system, subject to the 
condition that it be properly maintained; and servicing of the base- 
ment against water conditions resulting from seepage or pressure. 


BAY SHORE, LONG ISLAND, N. Y. 


The subcommittee met in Bay Shore, Long Island, N. Y., on Feb- 
ruary 13, 1952, to continue its hearings concerning housing constructed 
under the VA and FHA programs. The Honorable Albert Rains, 
chairman of the subcommittee, presided. Other committee members 
present were: Messrs. Addonizio, Cole, Dollinger, Gamble, and Wid- 
nall. Congressman Greenwood sat with the subcommittee during this 
hearing. 

Owners from 16 developments, either personally or as represented 
by various civic associations, appeared before the subcommittee. They 
testified to deficiencies in their homes; to bad site conditions; and to 
their inability to obtain redress from the builders. They also stated 
that some of these builders, or members of the builders’ families, were 
continuing to build and to sell through mortgages underwritten by 
the FHA or VA. 

One of the builders about whose development the subcommittee had 
taken testimony appeared with his attorney to explain reasons for the 
dissatisfaction; a representative for the Long Island Home Builders 
Association filed a written statement; and a representative of the 
Society of Residential Appraisers filed a statement of the society’s 
code of ethics. 

According to the testimony of the home owners and their repre- 
sentatives, the dwellings generally had been contracted for from model 
houses. Few of the witnesses had had access to plans or specifications; 
they had relied upon FHA or VA inspections as assurance for the 
soundness of construction. The owners testified that deficiencies in 
construction had come to light after they had taken occupancy. The 
deficiencies reported included leaky roofs and defects in insulation, 
interior finish, electric wiring, heating systems; also in damp cellar 
walls and defective or skimped concrete work; in lack of termite pro- 
tection; in windows and doors that leaked, and in floors that. warped. 

An almost universal complaint was that crawl spaces flooded or 
that basements were wet. The complaints stated that cesspools or 
septic tanks were inadequate or failed to function properly; that they 
overflowed and, in many cases, flooded crawl] spaces. ag 

The builder of two developments, accompanied by his attorney, who 
contributed explanations of different requirements for various FHA 

25893—52———3 
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programs, testified that these projects had been built to meet require- 
ments for FHA mortgage insurance under title I, section 3, and title 
I, section 8. Section 8 replaced section 3 in amendments to the Na- 
tional Housing Act included in the Housing Act of 1950. The builder 
stated that the houses complied fully with the FHA requirements for 
this class house. 

The hearing developed that these sections of the National Housing 
Act were intended originally to aid in financing seasonal dwellings, 
or low-cost houses in outlying and rural areas. They were later 
adapted to permit the sale of “stripped,” or incomplete houses which 
would provide immediate shelter and could be completed by the 
owner later. Committee members raised the question of whether the 
Congress had contemplated the use of title I assistance to finance 
projects in urban areas, although the language of the act permitted 
it. In the developments under consideration, the builder stated that 
the houses had been sold for $3,795 to $5,295 during the 3-year period , 
in which they were built. 

The Long Island Home Builders Institute, through its executive 
vice president, testified in a written statement that many of the com- 
plaints of home owners arose from a lack of understanding of where 
the builders’ responsibility for sound construction ceased and where 
the owners’ responsibility for maintenance began. He cited examples 
of investigations made by the Home Builders Institute from which 
he deduced that a detailed and individual examination of all com- 
plaints would prove that more than half of those recorded in group 
form do not exist in fact, and that a considerable portion of the re- 
mainder may well not be justified. Troubles with septic tanks and 
cesspools he explained were due to the hurricane of November 1950, 
which had raised the underground water tables by 3 to 5 feet above 
the hitherto known normal levels. This general condition, he sub- 
mitted, was the result of an “act of God,” and failure of disposal 
systems built to meet normal conditions could not rightly be charged | 
to negligence or skimping by the builders. | 

An investigator for the subcommittee made spot checks in develop- 
ments from which complaints originated and reported that, on the 
whole, the complaints of the owners were justified. Hazardous in- 
stallation of heating equipment was noted, overflowed cesspools, de- 
fective lighting, lack of flashing, leaking and rotting windows, split 
flooring, flooded crawl spaces, wet cellars, and omission of termite 
shields. 

Committee investigator reported that, on one project, a check in 
the office of the building inspector and in the office of the FHA dis- 
closed that no written specifications were provided for much of the 
finished work, which provided a wide margin of latitude for the 
builder. For example, there was no finish indicated for the bath- | 
room, no specification for type of grade governing the finished floors, 
no specification for the kitchen range, no specification covering type 
or capacity of the heating boiler, no location or size of radiators, 
and no weight or type specified for the asphalt shingles. | 

Inspections of individual houses were made by subcommittee in- 
vestigators in several projects. These disclosed : 

Stove standing against wall without a wall fire protector. | 
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Accumulation of rain water in rear yard, which had been 
stripped of topsoil and not regraded; ov erflowed cesspools; de- 
fective lighting ; dampness in cellar. 

Planks left in eement work in cellar floor; no evidence of flash- 
ing over window heads; window heads, sides, sills rotting on 
interior from leaking windows. 

Leaks in cellar around walls; cellar windows not well fitted; 
maple floors split; casements rusting; cesspool overflows. 

No flashing ; cellar leaks; windows rotting from excessive leak- 
ing. 

Cellar height 5 feet 10 inches in clear instead of 7 feet 10 inches 
called for in plans; foundation tarred on outside and plastered 
on inside instead of being pargetted on outside; termite shield 
omitted. 


JACKSONVILLE, FLA, 


The Subcommittee on Housing held public hearings in Jackson- 
ville, Fla., March 11, 1952. The Honorable Albert Rains, chairman 
of the subcommittee, presided. Other members of the subcommittee 
present were: Messrs. Addonizio, Cole, Gamble, and Widnall. 

Home owners from six housing developments testified about haz- 
ardous sewage and drainage conditions, defective construction of 
houses and faulty appurtenances. The VA loan guaranty officer and 
the chief appraiser from the Jacksonville office; the district director, 
FHA, Jacksonville office, the director of the bureau of sanitary engi- 
neering, Florida State Board of Health; director, State department ‘of 
veterans’ affairs; the president of the Jacksonville Home Builders 
Association; the business representatives of the Carpenters District 
Council and of Carpenters Local Union No. 637, Jacksonville; the 
chairman of the rehabilitation committee, American Legion Post, No. 
9; and a representative of the American Title & Insurance Co. testified 
about various aspects of home-building operations. 

The committee received testimony concerning defective houses that 
ranged from generalizations of inferior materials and shoddy building 
to particulars of leaky roofs, cracked walls and ceilings, defective 
weather stripping , sinking floors, defective foundations, poor interior 
finish, poor paint, and use of wet and green lumber. However, the 
major complaints were about septic t tanks overflow! ing, often draining 
into the roads or open ditches, and failure to provide surface drainage 
for the developments. 

The State sanitary engineer testified that the type of soil in Florida 
and the high-water ‘table are not conducive to use of septic tanks for 
sewage disposal, and that septic tanks are not satisfactory at all in 
urban areas. He recommended that a preengineering survey of an 
area precede loan commitments where septic tanks are to be used. 

The State service officer for veterans testified that the builder should, 
in some manner, be held responsible for faulty work and for adhering 
to plans and specifications. In this connection he estimated that at 
least 60 percent of the veterans who had bought homes with the assist- 
ance of either VA or FHA assumed that the Government, by reason 
of its guaranty or insurance of the loan, had guaranteed or insured the 
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condition of the house. He stated that, through the cooperation of the 
FHA and VA, many builders had been persuaded to correct faulty con- 
struction. However, he stated that a basic need is for more education 
of the veteran before he buys into the responsibilities and obligations 
he assumes when he undertakes home ownership. 

The chairman of the rehabilitation committee for American Legion 
Post, No. 9, concurred in the need of the veterans for more information 
before venturing into home buying. 

The president of the Jacksonville Home Builders Association testi- 
fied to the steps taken by the association to improve the quality of 
homes, to educate the buyer, and to undertake the adjustment of 
justifiable complaints. He said that association members have been 
issuing a warranty to purchasers of homes for some time, that advanced 
payments for houses financed by FHA-insured or VA-guaranteed 
funds are placed in escrow, that the association has a committee which 
cooperates with the FHA and VA, investigates complaints of buyers, 
and recommends action to the builder to correct the situation, A book- 
let for guidance of the home owner is given to him when the sale is 

closed. The builders’ representative recommended that VA interest ° 
rates be raised, that it employ full-time salaried inspectors rather than 
fee inspectors, and that the financial background of builders using 
Government-underwritten funds as part of their financing arrange- 
ments should be thoroughly investigated. 
The vice president of the American Title & Insurance Co. also 
urged that VA interest rates be raised in his testimony about con- 
trolling financial conditions which govern the availability of funds 
for VA-guaranteed mortgages. He stated that funds were not cur- 
rently available in sufficient quantity to meet veterans’ demands be- 
cause the interest rate for VA-guaranteed loans is not ‘tocg aphlt 
with that of other securities. His recommendations were that VA and 
FHA loans be equalized and that both be made flexible in order to 
keep them in a competitive position ; that the Government continue to 
provide the underwriting for veterans’ loans; and that nonveterans 
continue to pay the one- half of 1 percent insurance premium charge. 

The banker concurred in the need for more education for veterans 
concerning the obligations and costs of ownership, and urged that this 
precede approval of applications for home loans. He ointed out that 
it is not always more economical to own a home, and that payments of 
principal and interest are only the beginning of the costs. 

The business representative, C arpenters Local Union No. 627, Jack- 
sonville, and the business representative, Carpenters District Council, 
Jacksonville and vicinity, testified to conditions in house building in 
the area as they had observed them. They pointed out that inspectors 
often lacked technical knowledge necessary to determine whether or 
not proper grade of lumber was used and whether the building was 
constructed in a workmanlike manner. They cited examples of poor 
workmanship that would be covered up in completion of the dwelling, 
but which remained as hazards for the buyer. They recommended 


that a full-time inspector be assigned to larger projects, and that a 
provision requiring the payment of previ ailing wages be included in 
contracts where Government support was relied upon to obtain funds. 
The VA loan-guaranty officer for the Jacksonville VA office testi- 
fied to the efficacy of the fee-inspection system. He explained that the 
fee system provides the veterans with the services of experienced men, 
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individuals who could not be hired by the Government at salaries any- 
where near the existing civil-service grades. 

The VA official stated that few complaints had been received in the 
past year or so and that each of them had been investigated. He said 
that very few builders refused to make corrections which the VA be- 
lieved to be justified. He explained that applications for loan guar- 
anties from recalcitrant builders were held up until corrections were 
made on previously built projects. 

The district director of the FHA testified to the satisfaction the 
FHA has obtained with full-time salaried employees and to their com- 
petence. He foresaw considerable complications arising if a builder's 
warranty were required, and considered that such a requirement might 
prove to be a hardship on small builders. He also stated that he has 
sufficient authority under the law to exclude unsatisfactory builders 
from participating further in the FHA programs. 

The subcommittee’s investigators inspec ted a development on a com- 
plaint of improper sewage disposal. They found: 

Ditches, leading directly from sewerage overflow, adjacent to 
septic tank, to the street ; 

Water lying in the streets, keeping the streets in bad repair: 

Open ditches surrounding edges of property not properly 
graded and containing sewerage when overflows occur from septic 
tanks; and 

Street grading, in some instances, to a low point that required 
outlet ditches to be dug through property of residents to drainage 
clitches. 

The FHA explained to the investigators that it accepted the road 
and curb grade and elevations provided by the city, county, or State. 
In this instance acceptance was by the county engineer. However, the 
investigators’ report stated that if the provisions contained in two 
FH A letters to the builder had been complied with, it is probable that 
no major complaints would have been registered by the owners in this 
development. 

Investigation of another project disclosed that ditches, which ran 
adjacent to and through the rope? contained, at times, sewerage 
overflow and refuse such as cans and boxes. These ditches were in 
stalled by the builder. The | general grading, road construction, and 
plot gr ading was re ported by the investigators to be of such a poor 
character that the project gave the appearance of a slum area, 1 ather 
than a new FHA or GI project. 

re - report note “d that immedi: ately adj: icent to this project was anew 
development in which it is planned to construct a sewerage disposal 
plant because the site is unsuitable for septic tanks. This solution for 
the sewage problem will add a cost of $300 to each home planned, and 
an annual operating charge of $26 a vear. 

In a third project the investigation noted that the streets were in 
bad repair, the grading and gutter work inferior, swale work irregular, 
water lying in the roads, and, in general, the dlevelopment presented al 
very unsatisfactory appearance. In inspecting the property it was 
observed that sw: unpl: and, filled with water, adjoims the site immed 
iately in the rear. Therefore, despite a ditch having been dug along 
this line, the pews rty was subject to continued dampness and a 
operation of a septic system was impossible. Also, because of the 
ground condition, it appeared impossible for a lawn to be maintained. 
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The ground finish was raw dirt and dead weeds or grass. The swamp of 

condition was repeated on the other side of this development. re 
The investigation reported that the FHA officials stated that the ar 

site inspection had not revealed the swampland in the adjacent areas, a 

and that the developer had disbursed a large amount of his funds in U 

an attempt to overcome the conditions. fe 

MIAMI, FLA, ie: 

Phe subcommittee held hearings in Miami on March 13, 1952. The he 

Honorable Albert Rains, chairman of the subcommittee, presided. 

Other members present were : Messrs. Addonizio, Cole, Deane, Gamble, ar 

and Widnall. Congressman Lantaff sat with the subcommittee during he 


the hearing. 
Home owners and representatives of veteran-owners testified to poor T 
construction, particularly in housing built before the hurricane of 


: 
October 1950, wood floors that buckled, underflooring for asphalt tile | a 
that rotted, poorly fitted or installed doors, improper concrete-slab ar 
construction, septic tanks that failed to work properly, and poor sur- to 
face drainage for the development. ‘ al 

Witnesses insisted that much of the faulty construction could have os 
been avoided by proper inspection. Some of the veterans’ representa- os 
tives and the labor spokesmen also placed part of the blame for inferior 
construction on the practice of extensive subcontracting. p: 

The hearings opened with testimony by the manager of the regional bi 
Veterans’ Administration office followed by the loan guaranty officer V 
and chief appraiser in the VA office. They testified to the large amount 
of personal service given to veterans and stated that every complaint hy 
that veterans submitted in writing was investigated. In general, they ; 
said, builders had been cooperative in handling complaints and that P 
valid complaints had been satisfactorily adjusted. 

The VA guaranty officer reviewed requirements for operational ns 
builders under the present operation of the VA program in the south | h: 
Florida area. Builders proposing to erect five or more houses must b: 
submit a recorded plat; a topographical map, to insure proper drain- , be 
age of the area; percolation tests from which local health units deter- ta 
mine whether the area is suitable for use of septic tanks; and complete ke 
plans and specifications of the proposed dwellings in triplicate. With a 
this preliminary information and four regular inspections, and some- a 


times additional inspections—the loan guaranty officer expressed the 
opinion that veterans are getting good value for their real-estate dol- a 
lar. However, in order to strengthen V A’s position, he suggested that RB 
builders be obliged to provide a bond or warranty extending for 3 a 
or 6 months after occupancy, that a standard form of contract be- 


tween the veteran and builder should be used. a 
The VA chief appraiser gave details of the information required h 
in the site plan where VA advance approvals are requested. The site | t] 
plan must show proposed street grades, grades of the property, size iy 
of lot, type of dwelling, and location of the sample or model house, le 
if sales are to be made from such houses. Funds to build walks, streets, b 
and driveways are placed in escrow if they are not completed when 
the buyer takes occupancy, he said. A 
There are no specifications for nailing the house, he said, but general r 


requirements for all fastenings have been tightened since the hurricane 


a 
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of 1950. The chief appraiser gave as his opinion that fastenings cur- 
rently in use will prove satisfactory . He also said that VA inspectors 
are checking on the grade of lumber, and that use of green lumber is 
a cause for refusal to approve loan applications. In response to a 
question, he said that completion of the central and south Florida 
flood-control program has reduced the hazards to flood for homes. 

The American Legion, Veterans of Foreign Wars, Disabled Amer- 
ican War Veterans, Jewish War Vet erans, AMVET S, and the Florida 
State Department of Veterans Affairs were all represented at the 
hearings. 

The American Legion, represented by the immediate past adjutant 
and the present adjut: int of the Harvey W. Seeds Post, undertakes to 
help veterans by advising them concerning the proper procedure in 
which to present their claims, the immediate past adjutant explained. 
The present adjutant presented the case of a veteran who claimed he 
had been overcharged $2,700 and had been unable to obtain restitution. 
He also introduced pictures of wood block flooring that had buckled 
and presented a veteran owner who testified that the floors had buckled 
to such an extent that the blocks had to be removed in order to open 
and close doors. The veteran testified that he had drilled through the 
concrete slab and had not found the waterproof membrane in the floor 
construction that specifications called for. 

The assistant inspector general of the National VF W, who was also 
past district commander, testified to the good work being performed 
by the regional VA office. He also asserted that the interest rate on 
VA loans should not be raised. 

The commander, General Summerall Post, DAV, stated that he had 
had no complaints, during his 2 years in office, from members of the 
post about houses they had bought. He agreed that conditions were 
not as bad as might have been anticipated. 

The national vice commander of the Jewish War Veterans and 
commander of the Miami post spoke of the position of veterans who 
had purchased defective homes from builders who had since gone into 
bankruptcy. He recommended that builders be required to post a 
bond or warranty and also that the financial standing of builders be 
taken into consideration by the VA when requested to guarantee home 
loans for veterans. He expressed the opinion that much of the 
shoddy building developed through the practice of extensive sub- 
contracting. 

Two representatives of AMVETS testified, the national chairman 
of AMVETS housing committee and the commander of the Miami 
Beach post. They testified that faulty and careless construction which 
could and should have been caught by competent inspection, and the 
extensive use of subcontractors “which was conducive to such work, 
were responsible for most of the damage that had been caused by the 
hurricane of 1950 and later housing difficulties. They also expressed 
the opinion that many of the specifications were so broad that builders 
or their subcontractors could skimp the job and still comply with the 
letter of the specifications. They favored some type of insurance or a 
bond to protect the buyer im case ‘of defects developing in his house. 

The assistant State service officer for the Department of Veterans 
Affairs, State of Florida, pointed to the need of a centralized place to 
receive and follow up complaints of veterans. He said that veterans 
are often necessarily referred from one office to another but, as far 
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as the veteran could see, nothing was being done to help him. A cen- 
tralized point of contact would remove a lot of the irritation that 
referrals from one office or agency to another causes. 

The chairman of the Miami Building Trades Council testified that 
the housing troubles in the Miami area were caused by inadequate, 
improper, and unqualified supervision and inspection. He described 
the building of a house from foundation to roof, citing poor or ques- 
tionable construction that would not be passed by competent iInspec- 
tion. He also blamed subcontracting for many of the deficiencies 
pointing out that the subcontractor is primarily concerned with his 
profit rather than with the product. ‘The low rate of foreclosures, he 

said, is due to a lack of rental quarters at a figure comparable to 
the payments on mortgages. For this reason he said veterans are 
keeping their houses despite bad conditions and inferior workmanship 
and materials. 

Further details of the deleterious effects of subcontracting were given 
by business representatives of the plumbers’ association. He pointed 
out that, after the value of a house was computed for appraisal pur- 
poses, the subcontracting, which he called peddling. was begun by the 
builder in order to obtain the lowest prices. This, he explained, results 
in cheapening the house, particularly where specialized trades are 
involved, such as that required for plumbing installation. He also 
asserted that septic tanks are satisfactory disposal systems in Florida 
where they are properly installed, and where they are not handic: »ped 
or ruined by later work, such as when, in grading operations, 2 mH rain 
tile is crushed. In support of his testimony, he pointed out that 
two-thirds of the city of Miami is serviced by septic t tanks. 

The regional vice president of the National Association of Home 
Builders testified that a number of the members of the Builders Asso- 
ciation of Southern Florida has been issuing a written warranty to 
buyers for several years. He also pointed out that complaints in the 
Miami area represented a comparatively small percentage of the total 
volume of building. He noted that 73,131 housing units had been built 
in Dade County since 1946. In order to adjust differences between 
the builder and the buyer, he explained that the builders had created 
a grievance committee ‘which reviewed all buyer complaints that were 
submitted to the association in writing. The association, he said, has 
worked closely with the FHA and VA during the past several years 
and relations have generally been good. Through cooperation, 
innumerable problems have been satisfactorily handled, he said. 

The builder of one development, in which wood block parquet floors 
had buckled, testified that the floors had been installed according to 
manufacturers’ specifications by an experienced flooring contractor. 
The flooring contractor was familiar with Florida conditions, the 
builder said, and had assured him that the floors would prove 

satisfactory. 

The builder testified that these parquet block floors had popped and 
buckled in the most peculiar places. Both the flooring contractor and 
the manufacturer blamed the owners, claiming that they had left win- 
dows or doors open so that rain wet the floors. 

Endeavors to correct condition by cutting strips off the edges of the 
floors had not solved the problem, he said. The builder ; therefore, 
said he had offered to replace the wood parquet floors with asphalt tile 
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if the buyers would pay him for the wood floors, which had been in- 
stalled as an extra and on which he was carrying the notes. 

The vice chairman, Federal Title & Insurance Co., testified that 
his firm operated as mortgage brokers in that it originated and serviced 
mortgages, but did not hold them in its own portfolio. He said that 
private secondary market for VA guaranteed mortgages had virtually 
disappeared. The reason that institutions with large investment funds 
gave him was that they could obtain higher net yields on other forms 
of securities, he said. 

A small builder who said he built 20 to 30 houses a year testified that 
he had been unable to get VA financing for the past year, although 
he had been able to get FHA financing. “However, he stated that if he 
would put up a $200 deposit with the ‘lender, and enter into a partici- 
pation program with the lending agency whereby he and the lender 
split the profits on the sale of the house. he could obtain financing on 
the basis of VA guaranteed mortgages. Such participation, he said, 
would probably result in a higher price to the veteran, or in a lower 
grade of materials. in order to provide the builder with his customary 
profit. 

On being recalled by the committee, the mortgage banker confirmed 
the statement that lenders were entering into participation agree- 
ments with builders and explained that the lenders were doing it in 
order to protect themselves in case they had to sell the mortgages at 
less than par. However, such an arrangement also was an advantage 
to the builders through providing a ready sale for a larger volume of 
houses. He denied that there would be any loss to the veteran buyer. 
Participation of lender and builder had been approved by the VA, he 
said. 

The loan guaranty officer for the Veterans’ Administration was re- 
called to testify about builder-lender participations. He asserted that 
VA did not increase its appraisals to provide a higher profit for the 
builder. VA cost analysts, he said, based cost estimates on prices for 
materials quoted by materials supply companies. He estimated that 
builders make about 10 percent profit, but, he added, a competent 
builder probably makes more profit than an incompetent builder. 

The director of the Dade County Planning, Zoning, and Building 
Department testified about the system of gira and inspections con- 
ducted by the department and stated that the benefits derived from 
pub hic supervision over building in Dade County was due, to a con- 
siderable extent, to the fact that control over planning, zoning, and 
building are all centralized in one department. 

The chairman of the Building Officials Committee of South Florida 
testified to the performance criteria, particularly wind pressures, to 
which the building codes were designed. He pointed out that many of 
the complaints which the subcommittee had heard derived from the 
1950 hurricane and that building in south Florida always involved 
some hurricane risk, just as building anywhere always involved some 
fire risk. However, he pointed out that, due to improvements in codes, 
there had been no deaths caused by the 1950 hurricane whereas there 
had been 100 deaths caused by the 1926 hurricane. The physical 
damage caused by the 1950 hurricane, he said, amounted to 1. 06 percent 
of the property value. Hurricane risks are insurable, he said, and 
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added that hurricanes occur over a given area only about once in 30 p 

years. e 
The district director of the Miami office of the Federal Housing 

Administration testified that he had no knowledge of participation il 

between builder and lender in cases where financing was obtained a 


under FHA-insured mortgages, although agreeing that: it might be 
practiced. He would consider such a tie-in unfair to small builders, 

who were unable to effect such an arrangement, he said, and also unfair 
to lenders who did not wish to enter into such an arrangement. Al|- 


though he looked upon such an agreement as unfair, he said it probably C 
would prove to be legal. . 

In response to questions from the committee, he said that the com- : 
plaints of Douglas Park buyers were largely justified and outlined the sf 
ofier made by the FHA and the holders of the mortgages to take over . 
the houses and to release the buyers from liability for the debt. Only . 
a few of the buyers had accepted the offer, he said. He also said that « 
the Miami office maintains the complaint department which investi- . 
gates written complaints and endeavors to work out a solution for the 
buyers. Virtually all of the cases referred to them had been handled ’ 
satisfactorily, he ‘said. In replying to an inquiry, he said that the | 
FHA, in its early days, had used fee inspectors, but had found the t 
practice to be unsatisfactor y and had discontinued it. 

The committee’s investigators looked over Douglas Park and found . 


rotted doors, rotted siding, rotted barge boards, rotted sills, poorly 7 
fitted and leaky windows, and deteriorated roofs. f 
At Art Built Homes the investigators reported that the general I 
appearance of the project was passable but that owner- occupants state d 
that the septic tank disposal systems fail to work properly. Resi- I 
dents reported that the area had been filled with limestone to a depth 


of 3 to 6 feet. This fill had packed into a cement-like mass and does : 
not disperse the effluent from the septic tanks. In other respects, : 
the investigators reported, the owners were satisfied with their homes. i 
At the Sun Tan Homes and Sun Deck Homes, both built by the same . 
developer, the investigators verified complaints of owners that wood ) 
parquet floors had buckled to the point where it became impossible to f 
walk on them. In several houses holes through the concrete slabs en- | . 
abled the investigators to ascertain that sand had been used under the : 
houses as a fill material. A certain depth of sand is acceptable under t 
FHA. requirements, the investigators reported, but it is useless if “ 
placed on wet ground. In none of the cases where holes extended i 
through the floor slabs were the investigators able to find evidences of ’ 
wire mesh reinforcing or of asphalt mopped felt to serve as a water- : 
proof membrane, both of which were called for in the specifications. ‘ 
The investigators also reported that 12 by 12 inch parquet blocks were : 
specified, but that the blocks acutally installed were 614 by 614 inches. f 
At the Gulf Estates the investigators verified a complaint that the . 
refrigator installed was inferior ‘to that shown in the model house. 
Tho investigators also verified the general complaint of owners that 
the plywood subfloors in the kitchens and bathrooms had rotted, which 
caused the asphalt tile finish floor to buckle. The builder had at- ; 
tempted to correct this condition by placing a skim coat of cement. on 
the subfloor. This proved unsatisfactory, however, because this skim : 
coat cracks and breaks. The general appearance of this project. ap- 
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pears to be satisfactory, the investigators reported, and, with the 
exceptions noted, the houses appear to » be acc ‘eptable. 

After inspecting some projects currently under construction the 
investigators reported that the type of materials and type of finishing 
are generally more satisfactory than that in other projects inspected. 


OKLAHOMA CITY, OKLA. 


The Subcommittee on Housing held public hearings in Oklahoma 
City, Okla., on April 17,1952. The Honorable Charles B. Deane, act- 
ing chairman of the subcommittee presided. Other members of the 
subcommittee present were: Messrs. Addonizio, Cole, and Widnall. 
Congressman John Jarman also sat with the committee. The hearings 
centered extensively on a housing development built in Bethany, a 
community adjoining Oklahoma City, in an area that lacked natural 
drainage or storm sewers. Members of the subcommittee made a per- 
sonal inspection of this area. 

Home owners from Lawton, about 90 miles from Oklahoma City 
and adjacent to Fort Still also testified about housing difficulties. 
Their complaints referred largely to shoddy workmanship on homes 
that they had purchased. 

The difficulties encountered by home buyers and the problems devel- 
oped for the community where the site lacked satisfactory drainage 
were detailed by a representative of the American Legion, speaking 
for 12 of the owners in the Bethany development, by two of the owners 
personally, and by the mayor of Beth: iny. Officials of the Veterans’ 
Administration, the developers of the site, and representatives of local 
builders also testified. 

The service officer of American Legion Post 12 presented statements 
in writing from 12 of the residents of Bethany, and he testified that the 
area was a low spot in which, during the 20 years in which he was 
familiar with the area, water stood after rains. In a wet season, he 
said, water stood there for a month or more. 

One of the original home purchasers, who had bought on a VA- 
guaranteed loan, explained that when he bought the area was dry. In 
the fall, however, after several hard rains, the yard was partly under 
water. Then, he said, owners on the west side of the block gre 
to their builder and he filled the yards, raising the level 2 to 214 feet. 
Then the neighbors to the east complained about the street being 
flooded in spots and the builder raised the street level. So, said the 
witness, when the spring rains came, his house was flooded. He built a 
dike around his house. 

This dike, he explained, which was 2 to 2% feet high, was successful 
in keeping out the water on two oceasions. Five times, however, water 
flooded his house, at one time there being as much as 10 inches of water 
standing in the house, a condition that existed for as long as 3 days. 

After complaints to the Veterans’ Administration about the situ- 
ation, he said, the VA released him from the mortgage on that house 
and made it possible for him to purchase another house in the same 
development, but on higher ground. 

Another former owner testified that he had taken occupancy in 
September of 1950. After having been flooded out three times, he had 
abandoned the house to the Veterans’ Administration in July of 1951 
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and purchased another house elsewhere. The VA, he said, later re- 
leased him from the mortgage. 

Both of the former owners testified that the houses were well built 
and that the developer had installed a pump in the area in an endeavor 
to cope with the water situation. However, in a normally heavy Okla- 
homa rain, they said that the pump was unable to keep the water from 
flooding the houses. They testified that it took up to 36 hours before 
the water level was nestooee sufliciently to drain the houses. 

A builder in the same area protested his need for relief, stating that, 
because other houses in the section were flooded, the VA had cut off 
loans on his houses, although they did not become flooded. He said 
that he had considered going to court to have the pump stopped, 
because it directed water toward his holdings, but had not yet done 
so, hoping that the municipality would install storm sewers. 

The mayor of Bethany stated that the homes had been built in a 
low area of Bethany, and described it as one of those spots where rain 
water runs and remains until it evaporates. He said that, in an 
endeavor to solve the problem, the city had had engineering studies 
and estimates made for an over-all drainage system. The estimated 
cost of the project, $418,000, was too much for the city to undertake, 
he said, and that there was no provision in Oklahoma law for assessing 
property owners for the improvement. ‘The mayor expressed the hope 
for joint city-county action to drain the entire area. 

The builder of the houses that had been flooded testified that the 
site had been a fertile cornfield prior to development and that he had 
no knowledge that water ever stood on the ground there. He said 
that the year in which he built was unusually dry and that he had 
no warning of flooding troubles which developed later. When flood- 
ing from rains developed, however, the builder said that he installed 
the pump In an effort to correct the ‘condition, and that he is cur rently 
paying for its operation. 

The loan guaranty officer and the chief appraiser of the Oklahoma 
City region: al VA office were both called upon to testify. VA officials 
stated that the VA had guaranteed loans on 58 homes in the Bethany 
district, 16 of which were in the flooded area. They stated that water 
innundated 4 of these properties and in the other 12 water stood 
in the yards, but did not enter the houses. Three of the veterans who 
had purchased houses that became flooded had tendered deeds to the 
property and moved out, one of the veteran purchasers had retained 
his house. 

The inspections and appraisals on this development were made by 
VA fee inspectors and appraisers, the VA officials said. None of their 
reports indicated any evidence of drainage problems. The officials 
stated that the VA was not called upon for inspections and appraisals 
until after the subdivision had been laid out, streets prepared, and 
utilities installed. Although, they said, engineering and site data 
are now required from builders, such information was not required 
when the houses in the Bethany development were offered for mortgage 
guaranties. Since the flood condition developed, officials of the VA 
have endeavored to effect joint efforts of city, county, and builders 
to install satisfactory drainage facilities. 

Two Army officers from Lawton, Okla., listed deficiencies in the 
houses whic h they had bought and also related the efforts taken by 
the Veterans’ Administration.to persuade the builder to make cor- 
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rections. They also submitted written complaints prepared by their 
neighbors. Blame for their troubles were ascribed to poor workman- 
ship generally and to inferior materials. 

Congressman Jarman submitted sworn statements by several vet- 
erans concerning the condition of flooring in their houses for con- 
sideration of the committee. He also introduced three prominent 
home builders of Oklahoma City and asked them to give the com- 
mittee the benefit of their experience. 

The builders pointed out that the degree of quality in a house is 
put in by the builder rather than by the specifications and that the 
business of building improved houses is a matter of teamwork between 
the builder, deve loper, buyer, and the insuring agencies. One builder 
pointed out that it 1s impossible to write laws or specifications that will, 
of themselves, guarantee top-quality houses. He also expressed the 
opinion that the VA, in fixing the price of a house rather than the 
loan value, as FHA does, tended to limit the quality a builder could 
incorporate. Another builder objected to a legally required guaranty 
or performance bond on the part of the builder, expressing the opinion 
that the warranty which builders are starting to use would provide 
protection for buyers. Imposition of a legally required guaranty 
or bond would, he believed, force many builders from the lower priced 
field. 


CORPUS CHRISTI, TEX. 


The subcommittee on housing held public hearings in Corpus 
Christi, Tex., on April 18, 1952. The Honorable Charles B. Deane, 
acting chairman of the subcommittee, presided. Other members pres- 
ent were: Messrs. Addonizio, Cole, and Widnall. 

The testimony submitted in the hearing dealt almost entirely with a 
postwar housing development known as Driscoll Village, although 
scattered complaints were also heard about poor roofs, cracked walls, 
and poor lumber in other developments. One witness testified that 
half of the driveway to his garage was on his neighbor’s land. Vir- 
tually all of the complainants had financed the purchase of their homes 
through mortgages guaranteed or insured by the Veterans’ Admin- 
istration or the Federal Housing Administration. Officials of the 
underwriting Federal agencies were among the witnesses as were 
representatives of local builders. 

The complaints concerning Driscoll Village were that the walls 
cracked, roofs leaked, baseboards split and walls pulled away from 
floors, putty cracked and fell from windows, windows leaked, kitchen 

cabinets pulled away from walls, houses twisted to extent that doors 
could not be closed or locked, and that the houses were not seated 
properly on foundation piers. 

The condition of the houses as described by the owners was sub- 
stantiated by members of the subcommittee who personally inspected 
the development during the noon recess. At this time they also ob- 
served that houses in adjoining areas apparently were not similarly 
cracked. 

Professional employees of the underwriting agencies and local build- 
ers agreed in their testimony that part of the ‘trouble was caused by 
the nature of the soil in southwest Texas, but also that part was due 
to building methods employed. They related their unsuccessful efforts 
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to persuade the builder to correct defects for which they believed him 

to be responsible. as 
The veterans’ service officer for the county of Nueces, in which 0: 

Corpus Christi is located, testified that he had about 300 complaints ; al 

from veterans concerning homes which they had bought. He said fe 

that these homes were located in all parts of the city, and that the t 

complaints covered everything imaginable. He summarized his ) a 

opinion of the problem in a statement that the main trouble is due to s 

skimpy inspections during the couse of the building. ) ' 


The president of the South Texas Home Builders Association testi- 
fied that his organization had created a committee which investigated 
written complaints of home buyers and that he had personally par- 
ticipated in the inspections made in Driscoll Village. He expressed 


the opinion that a considerable part of the trouble was due to soil I 
movement, but also that there was evidence of poor workmanship. } . 
In a letter the home builders committee wrote to the builder of Driscoll 

Village, the committee stated that it found evidence of negligent, poor . : 
workmanship and noncompliance, and listed the repairs which it be- . 
lieved the builder should make. ‘The witness stated that no reply was 7 
received to the letter. j 

The loan guaranty officer for the San Antonio regional office of the 

Veterans’ Administration testified that the houses in Driscoll Village ‘ 
were constructed under Federal Housing Administration inspection, 1 
and that the VA guaranteed the mortgages upon certification by the | 

FHA that the houses had been satisfactorily completed. He explained : 
that most of the loans on Driscoll Village were closed during the fall 
of 1950 and up to July 1951. The dates at which complaints from 
buyers were received were not available without reference to the rec- . 
ords, he explained to the committee. Because of these complaints, the 


builder had been called to the VA office for a conference with the chief 
VA appraiser, he said. He had not participated in the conference | 
because it dealt with technical problems. 

The chief appraiser for VA testified that he had several lengthy . | 
conferences with the builder of Driscoll Village in an endeavor to per- 
suade him to make repairs on unsatisfactory houses, but that the net 
results were extremely unsatisfactory. As a consequence, he said, the 
VA is not underwriting any more of the builder’s paper. 

The district director of the FHA office for southwest Texas testified 
that the first knowledge FHA had of the difficulties at Driscoll Vil- 
lage came in a conference with VA officials 8 or 9 months ago. He 
stated that, as far as the foundation of the houses is concerned, the 
construction in Driscoll Village is similar to that which the FHA has 
been approving in this area for the past 18 years. He said that the 
FHA had had a conference with the builder, but had been unable to 
obtain any cooperation from him in the making of repairs to the 
houses. 

The chief architect for the FHA testified that, from a personal in- 
spection of houses in Driscoll Village, he saw evidence of faulty and 
defective workmanship, but gave as his opinion that 98 percent of 
the trouble was caused by movement of the earth. To varying de- 
grees, he explained, this is a characteristic of all soils in southwest 
Texas. He asserted that not an engineer in Texas could determine 


whether or not a lot was suitable for building purposes by looking 
at it. 
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The soil in southwest Texas, the architect said, is technically known 
as bentonite. It contains varying amounts of voleanic ash in the form 
of very fine clay which swells, shrinks, and moves in unpredictable 
amounts, and with an expansive force of over 30,000 pounds per square 
foot, under the influence of moisture. Because of this soil characteris- 
tic, the architect said, leveling houses built on very active bentonic 
soil does not constitute a permanent correction. As long as the houses 
in Driscoll Village stand, he said, they will entail heavy maintenance 
costs for which there is no presently known relief. 


DETROIT, MICH. 


The subcommittee held hearings in Detroit on June 6, 1952. The 
Honorable Albert Rains, chairman of the subcommittee, presided. 
Other members present were: Messrs. Cole and Deane. 

Individuals who represented themselves and groups of home own- 
ers testified to defects in the homes they had purchased and their 
efforts to have defects rectified. Officials of the Veterans’ Admin- 
istration regional office and of the Federal Housing Administration 
State office described as ations of their offices. The chairman of the 
housing committee, Allied Veterans’ Council, and a representative of 
the Disabled American Veterans testified for their groups. The ex- 
ecutive vice president of the Builders Association of Metropolitan 
Detroit and the deputy commissioner of the Michigan Corporation 
and Securities Commission were witnesses. The legal counsel and 
executive aid to Senator Blair Moody, a member of the First Michi- 
gan Cooperative Housing Association, and a principal in the organi- 
zation of the cooperative, testified about the affairs of this housing 
undertaking. Walter P. Reuther, president of the United Automobile 
Workers Union, CIO, who was vn: chairman of the National CIO 
Housing Committee, and Nathan Strauss, first Administrator of the 
United States Housing Authority, reviewed the housing problems 
on a national scale and advanced proposals for solutions. 

A representative for one group of owners, where the purchases 
were financed through VA-guaranteed mortgages, testified that the 
heating plants do not function properly and that the owners were 
unable to have corrections made by the builder. The witness stated 
that the VA had been helpful, but unable to obtain corrective action 
from the builder. His average monthly bill for heating the previous 
winter had been $27 for a four-room house. The witness also testi- 
tied to structural defects, some of which the builder had corrected, 
und to poor surface drainage which he had to correct himself. The 
witness stated that, as far as he knew, the builder is still in business. 

Another group of 76 home owners was represented by a witness 
who described the health and fire hazards existing in the houses that 
had been purchased with the assistance of VA- guaranteed loans. The 
witness explained that floor furnaces were installed to heat the houses, 
which had no basements. As a result of a high-water table, however, 
rains create enough pressure to lift the furnaces up through the 
floors. Also, he said, when the water flows over the pan in which 
the furnaces are placed, it causes fires. The septic tanks, he stated, 
do not work properly. In some cases, he said, the septic tanks drain 
backward, and in some cases the commode was disconnected under the 
floor so that the waste simply drained under the house. Some relief 
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had been obtained when the builder installed a surface drainage line, 
but the line did not drain enough to carry the water away. The own- 
ers were obliged to give the builder a total release to obtain this 
drainage line. The builder was still in business, the witness said 
operating under other corporate set-ups. 

Another owner, speaking for approximately 50 owners, described 
faulty septic tanks and disposal systems which the builder had failed 
to correct. He said that appeals of his neighbors to VA had been 
ineffective. 

One owner, testifying for himself alone, asserted that his house, 
which he had purchased with an FHA-insured mortagage, had been 
condemned by the city of Detroit because of violations, that he was 
unable to obtain insurance because the gas furnace had been installed 
without a permit, and that the FHA advised that his records had 
disappeared from the files when he and his lawyer endeavored to see 
them. He also asserted that money held in escrow pending comple- 
tion of the house had been released to the builder without perform- 
ance on the part of the builder or inspection by the FHA to determine 
whether the work had been performed. 

The legal counsel and executive aid to Senator Blair Moody stated 
that the Senator's office had been besieged by delegations, petitions, 
letters, and phone calls from members of the First Michigan Coopera- 
tive Housing Association. He observed that there appears to be no 
effective regulation over builders of cooperative housing projects either 
in the Federal or Michigan law. He recommended that both Federal 
and State laws be amended to authorize supervision of builders of 
such projects so that, if a project goes sour, prompt action can be taken 
to conserve the assets of the association for the benefit of its members. 

A member of the First Michigan Cooperative Housing Association 
testified with respect to the difficulties of the cooperative in construct- 
ing a cooperative housing project made up of individual homes and 
financed by section 213 FHA cooperative mortgage insurance. The 
cooperative was incorporated in July 1950 and construction was started 
in December 1950. 

The witness testified to delays in starting the project, to stoppage 
of the work before completion, and to changes in construction and 
equipment from that shown in the sample house which was used to 
show prospective members the sort of house that they would eventually 
get. The witness said that about 30 houses were still not completed 
and were deteriorating for lack of attention. The witness summarized 
the experience as: 


> 


We think the whole set-up under section 213 is wrong. It not only does not 
provide a real cooperative building, but creates a situation worse than you have 
where the individual builder is dealing with the individual buyer. Since the 
builder uses the cooperative which he controls as a buffer between himself and 
any prospective home owners, he is not responsible to the home owner as in the 
ordinary situation, but only to a corporate set-up which he dominates. The 
buyers’ only protection is FHA, and we believe it is questionable as to how good 
that is, after our experience. 

The organizer, coordinator, and comptroller of the association testi- 
fied to the development of the First Michigan Cooperative Housing 
Association and to the difficulties he had had with the FHA. He 
blamed the financing institution and the FHA for the difficulties 
encountered. 
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A Veterans’ Administration construction analyst gave as his best 
judgment that not more than 2 percent of the veterans’ homes built 
and financed by mortgages guaranteed by the Government were sub- 
marginal in construction and in site location. ‘The State loan guar- 
anty officer of the Veterans’ Administration stated that out of 2,439 
committee appraisals (a committee being any appraisal involving 5 
or more units) 49 resulted in what they thought were excessive com- 
pla tints, or 2 percent. The number of units in the 49 projects was 
2,734. The number of units involving complaints in the 49 projects 
was 1,439 or 53 percent. Of the total at 49 projects, 39 complaints 
had been entirely corrected, in 4 of the complaints corrections were 
under way, and, in the case of the other 6 negoti: tions were under way 
to complete them. He e xpi: ined that he meant 39 of the 49 projects, 
and not 39 out of the 1,439 specifie complaints. 

The complaints in the Detroit area had arisen for the most part as 
a result of unsatisfactory sewage-disposal facilities and improper 
drainage, and, to a lesser degree, from poor construction and faulty 
materials, the committee was told. The lo: an guaranty officer asserted 
that his office was vigorously continuing its efforts to adjust to the 
satisfaction of the purchasers all complaints and that it was his belief 
that all the complaints would be ultimately adjusted. He told of 
difficulties in procuring and keeping competent appraisers and filed 
with the committee : sample questions used in typical written examina- 
tions given to applicants for positions as compliance inspectors. 
Weekly meetings are held with compliance inspectors and fee ap- 
praisers to educate them and to disseminate information with respect 
to current problems and new regulations and requirements. This is 
done to assure uniformity of interpretation and strict adherence to 
VA minimum construction requirements. 

In 13 out of the 49 committee cases where complaints had been a 
problem, the compliance inspections were made in whole or in part by 
the Federal Housing Administration, the loan guaranty officer told 
the committee. At the time of the construction of those projects 
mixed inspection reports were submitted by lenders and were accepted 
by VA in processing loans for guaranty or insurance. Beginning a 
few months prior to the he aring, however, the VA requires that if a 
builder gets the first inspection by FHA he must also obtain the second 
and final inspection by FHA. If the builder subsequently decides to 
process the loans through VA, he is required to get a special inspec- 
tion by the VA in order to assure conformity with the VA minimum 
construction requirements. Beginning December 15, 1951, the State 
office has also required the approval of an independent and licensed 
sanitary engineer in addition to the approval of county health authori- 
ties in connection with all septic tank installations. 

The loan guaranty officer also testified that they had been having 
some trouble with building corporations who had built unsatisfactory 
housing, become insolvent, and as soon as the job was completed had 
closed up shop and moved away. Where the VA had complaints 
about shoddy construction the builder was asked to make corrections. 
If he did not comply, any additional requests for VA financing were 
not processed. They had used this means in four or five cases, it was 
stated. All complaints of unsatisfactory construction had been satis- 
fied to the best of his knowledge, the officer said. 
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The Detroit FHA district director reported that for 1950, 1951, and a 
thus far in 1952 the FHA Detroit office had received 45,485 applica- Re 
tions covering $292,751,000 in amount, and of that amount 26,974 hor 
were for proposed construction, and 18,511 for repairs or alterations. the 
There is a vast need for housing in Detroit, generally speaking, for he | 
single-family units he said. nee 
The district director explained that a complaint procedure had been to 
in operation in Detroit for some time whereby when a complaint was ext 
received, a letter is written immediately to the builder stating the eXa 
nature of the complaint and asking for the builder’s reply as to what loa 
had been done to correct the thing complained of, and if it had not a 2 
been corrected, why and when it will be corrected. If the builder does rat 
not reply, the complaint is followed up by another letter to the builder, $7 
and, if no action is made by the builder, an FHA inspector is sent out tha 
to inspect the case to find out whether the correction has been made Re 
and whether the owner is satisfied. Out of 4,360 complaints that had pli 
come into his office, the district director said that stop-processing fiel 
orders had been issued on 416 buildings. Out of the 416 buildings, me 
268 have been released from the stop-processing list and in connection sel 
with the 148 which had not been released, very probably the great per- I] 
centage of the builders were no longer in the building business. The ' of | 
Detroit office had around 200 complaints at the time of the hearing. ers 
The director added that it was his belief that their complaint pro- ! clu 
cedure was largely responsible for the builders association in Detroit ] 
and the larger building operators adopting the policy of a 30-day in- sta 
spection after occupancy of their property. V 
The FHA chief architect testified that he spent considerable time mor 
in the field working with the inspectors as part of his duty as a trainer The 
of inspectors. He told the committee that each individual unit re- or 
ceived three FHA inspections but that did not mean that shoddy con- ‘ 
struction would be the fault of the inspectors because between the - 
three inspections much work had gone on in which there might be on 
defects which cannot be detected by the inspectors. He gave as ex- an 
amples, the pouring of the cement floor, the application of the lath ree 
and plaster, the quality of paint used, and the number of coats of paint bui 
applied. ‘ 
iis. Walter P. Reuther, president of UAW-CIO and chairman of Go 
the National CIO Housing Committee, told the committee that he He 
considered the housing problem to be America’s greatest unfilled | did 
need. Foreign delegations to this country, with whom he has fre- — 
quent contacts, have repeatedly expressed their amazement, he said, a ks 
that the American society could create the level of advanced tech- hol 
nology represented by the Willow Run bomber plant and the General iol 
Motors and Chrysler plants without reflecting those technological dor 
gains in terms of the housing needs of the American people. The aN 


fundamental problem, he told the committee, is that essentially the 
housing industry has been geared to the narrow economics of scar- —_ 


city; that they have tried to get security for themselves and their in- a 
vestment out of the economics of scarcity and have resisted every tha 
effort to expand and raise their sights in terms of housing needs. pr 

Mr. Reuther urged the abolition of regulation X, based on the we 
argument that it was a rationing mechanism which rations out of the vol 
market the people who most need housing instead of being the credit oe 


regulation it purported to be. 
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The housing problems boil down to certain basic problems, Mr. 
Reuther stated. “First of all we have got to find a way to free the 
housing industry from the economics of scarcity and get it over to 
the economics of abundance.” One of the other important factors, 
he continued, is how to finance a housing program so that the housing 
needed can be provided at a cost people can afford. We ought to try 
to get the interest rates down and the period of amortization of houses 
extended to 50 years, Mr. Reuther told the committee. He gave as an 
example a veteran buying a $10,000 house with a 4-percent interest 
loan, based upon a 15-year contract, pays $112 per month. If he has 
a 25-year contract, he pays $90 a month. Reduction of the interest 
rate to 3 percent with a 50-year contract would cut that down to 
$70. The difference between $112 and $70 is the margin of difference 
that prices millions of families out of the market, he said. Mr. 
Reuther said that the middle-income housing bill proposed the ap- 
plication of the same idea to housing that was applied to the electrical 
field in the rural areas under the REA and is an attempt to find a 
mechanism by which people who need housing can get it for them- 
selves. 

He urged the committee to use their influence to block the enactment 
of the bill which he said provided $900,000,000 for the mortgage bank- 
ers through FNMA, and to do everything they could to push to con- 
clusion and enactment the middle-income housing bill. 

Mr. Reuther concluded his testimony by making the following 
statement regarding cooperatives: 

Veterans are being fleeced out of millions of dollars of their hard-earned 
money they are putting into homes, this under title 213 of the Housing Act. 
The so-called co-ops are being set up on a phony basis by speculators who are 
using the Government machinery to get access to funds. * * * they are 
not carrying out the letter and the spirit and the intent of that legislation * * * 

Mr. Nathan Strauss told the committee that he was there not only 
on the invitation of the committee but of representatives of the CIO, 
and that his testimony would follow somewhat the contents of his 
recent book. First on “need versus deed” he stated that “what we are 
building on the whole is housing for the top-income third.” 

“The FHA has become one of the most vicious instruments of 
Government in the history of this country,’ Mr. Strauss charged. 
He said FHA had been originally designed to do good work and it 
did good work in that it popularized two- and three-story garden 
apartments, brought order out of chaos in the mortgage business, and 
instituted standards of construction. But today, he said, “it is en- 
circling our cities with areas of new slums, shoddy little boxes with 
holes in them that are unloaded on our poor unsuspecting people who 
don’t know the cellars will leak, the plumbing is rotten, there is no 
grading” and that the expenses will eat them up. 

Mr. Strauss told the committee that the FHA 608 program had 
made it possible for anybody of moderate acumen to become an apart- 
inent-house owner without spending a cent of his own money. and 
that speculative builders had used the section 213 cooperative-housing 
program by collecting “a litle platoon of relative and friends” with 
a “sprinkling of World War II veterans” to form cooperatives. “The 
volume of spurious nonprofit cooperatives so-called promised to be- 
come the source of another scandalous bonanza for builders exceeding 
that which surrounded the abandoned section 608,” he said 
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Mr. Strauss recommended that 1,400,000 houses a year should be au 
set as a goal and that one-third of them should be public housing for up 
the lowest-income group. Three-percent mortage money should be fo 
provided for middle-income housing to be provided through coopera- ha 
tives. The money would be readily obtainable by the sale of Govern- to 
ment bonds w hich are not nec essarily tax- -exempt, he added. A tech- ul 
nical-assistance bureau for aid to cooperatives should be set up in the er 
Housing and Home Finance Agency entirely separate from FHA, he ar 
recommended. | 
Mr. Ear! C. Doyle, executive vice president of Builders Association in 
of Metropolitan Detroit, told the committee his association’s purpose ve 
is to achieve better housing for the public and to insure a more produc- int 
tive and permanent future for the home-building industry. The Pa 
association, he said, had set up special machinery, to process com- da 
plaints. When a complaint is received the builder involved is fur- de 
nished with a copy of the complaint and invited to advise the ethics an 
und complaints committee as to the justifiability of the complaints. bel 
If the builder feels that it is not a justifiable complaint he may request 
the committee to conduct an inspection of the complainant's house. be 
The committee conduets such an inspection and either recommends dit 
that the builder correct the alleged deficiencies or else advises the home pl: 
buyer in writing that they do not find his complaint. to be justified. liv 
He stated that the number of complaints received had been few. the 
The association publishes a booklet entitled “Helpful Hints for Mr. du 
and Mrs. Homeowner,” which outlines recommended procedures for rei 
contracting to have a new home built, and for buying a home already be 
under construction, but uncompleted at the time of purchase. Da 
The association was instrumental in writing and enacting State pu 
legislation requiring the licensing of home builders. un 
Mr. Doyle told the committee that his association heartily sub- to 
scribed to the principles of economic abundance propounded by Mr. sec 
Reuther. He also told the committee that the association advised ( 
all its members to give a warranty—either the warranty of the Na- bet 
tional Association of Home Builders or their own—and that some pr 
of their members gave warranties that extend as long as 3 years, some cee 
for 1 year, and some for 2 years. No warranty is in writing. sat 
Mr. James C. Allen, deputy commissioner of the Michigan C orpora- of 
tion and Securities Commission, testified with respect to his adminis- res 
tration of the Michigan residential builders’ license law. If a builder on. 
applying for a license does not have 5 years’ experience, he must take 
an examination. The commission also investigates the applicant’s fo) 
financial status and requires him to submit a financial statement. va 
Licenses may be revoked for fraud, willful variation from the plans it. 
und specifications, and for willful violation of building codes. the 
ga 
DAYTON, OHIO aie 
lec 


The Subcommittee on Housing met in Washington, D. C., on June one 
17 to hear witnesses relating tothe W herry Act housing project, known the 
as Page Manor, located at  Wright- Patterson Airfield, Dayton, Ohio. 


The Honorable Albert Rains (chairman of the subcommittee) ms 
presided. an 

The Wherry Act, designed to encourage private enterprise to build lat 
rental housing for military or Atomic Energy Commission personnel, th: 
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authorizes the Federal Housing Administration to insure mortgages 

up to 90 percent of the replacement cost of a project on rental housing 
for which the Secretary of Defense or the Atomic Energy Commission 
has certified as to the need and to the permanence of the installation 
to be serviced. Two thousand units of Wherry Act housing are sched- 
uled for personnel at Wright-Patterson, 1,000 of which are being 
erected off base on a site adjacent to the airfield, and 1,000 of which 
are to be erected on a site on the base. 

The Honorable Paul F. Schenck, Member of Congress from Ohio, 
in opening the testimony, gave his reasons for recommending an in- 
vestigation of the housing project at Dayton. He stated that he was 
interested in seeing that the airmen and officers attached to Wright- 
Patterson, and their families, are not forced to live in an area en- 
dangered by operating aircraft; in seeing that the families have 
decent, well-built housing at the lowest rentals possible; and in assur- 
ance that the investors in the project will not someday find the security 
behind the mortgage gone, and their money lost. 

The Congressman asserted that the off-base site selection was unwise 
because it irrevocably terminated further expansion of the field in that 
direction, and he expressed the opinion that, in consideration of recent 
plane crashes in the vicinity of airports, the site is hazardous for 
living purposes because of its proximity to the runways, even though 
the site is not directly in line with them. He also questioned the 
durability of the dwelling construction, which is stucco over wire 
reinforcing backed up by. insulation building board as sheathing, 
because of the considerable and rapid changes in temperature in the 
Dayton area; the valuation placed on the project for mortgage com- 
putation; and the cost to the Government of placing the second 1,000 
units on an on-base site. He also called attention of the subcommittee 
to the allegation that the builder of the project had been selected by a 
secret committee in the Pentagon. 

Col. E. V. Schyler, Chief of ‘the Air Force Housing Group, who had 
been deputy to the Chief when selection of the sponsor to build the 
project at the Wright-Patterson Airfield was made, explained pro- 
cedures used by the Air Force to select sponsors; testified as to the 
safety of the site; explained the relationship of rentals to other aspects 
of the Wherr y Act housing projects; and the costs to the Government 
resulting from the decision to place the second 1,000 units on an 
on-base site. 

Currently the Air Force architects prepare plans and specifications 
for proposed housing which it submits to the FHA for mortgage 

valuation prior to asking prospective sponsors to enter bids to build 
it. Under the previous procedure, prospective sponsors submitted 
their own plans and specifications which the FHA evaluated for mort- 
gage purposes, and the Air Force examined for suitability and de- 
sirability. The sponsor for the Wright-Patterson housing was se- 
lected under the old procedure. The steps involved first; the recom- 
mendations from the field commandant and his superior evaluating 
the various proposals; the evaluations and recommendations from a 
technical group and from fiscal-analysis group in the Pentagon; and 
a final decision by a board of senior officers who are not connected 
directly with the family housing group. The membership of this 
latter board is kept secret, Colonel Sc hyler said, in order to insure 
that no outside agency could possibly influence its decisions. 
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Five groups of builders submitted proposals to build the housing at : 
Wright-Patterson, Colonel Schyler said. One builder failed to sub- M 
mit sufficient infor mation on which to establish his ability to perform t] 
the work; three proposals were for housing to be built on the base, and tc 
one was for an off-base site. The analysis showed that the site pro- w 
posed for use on the base was directly under the center line of one of I 
the runways of Patterson field, for which reason the site was rejected. 
However, a comparison was made of the best of the proposals for the a 
on-base site with the proposal for the off-base site. In that evaluation, p' 
he said, it was indicated that the rental required for the best on-base ce 
proposal, if transferred off-base, would be considerably higher than au 
the proposal submitted for the off-base site. m 
The off-base site location submitted by the approved sponsor meets 
fully all the Air Force criteria for zoning around an Air Force base, tr 
Colonel Schyler said. m 
The second 1,000 units of this housing, which will be built on-base, i 
is not being located on the site previously suggested. On the one-base Mm 
site that is to be used, there is currently some Government construc- Mn 
tion, Colonel Schyler said. The Government work, valued at $28,000 p! 
upon completion, is about two-thirds completed, Colonel Schyler said. I 
The sponsor for the housing, he said, has contracted to remove and be 
replace this work elsewhere on the base for $1. This $1 constituting r 
the total cost to the Government. a2 
The type of construction being used in the housing at Wright-Pat- . of 


terson was approved by the Air Force, the Colonel said, although the 
final authority for approval of construction rests with the FHA. 
Actually, he said, there is a mutual consultation between the Air 
Force and the FHA with respect to construction whereby, if the Air 
Force does not approve, the FHA will not either. 

Colonel Schyler explained that the Air Force is not endeavoring 


to obtain housing for its personnel at the lowest possible rentals, but 
rather that it is concerned about obtaining the most desirable housing a 
for the rental allowance which the Congress has authorized it to pay ; he 
to its personnel in lieu of providing public quarters. i 


The sponsors for the Wright-Patterson housing project were rep- pa 
resented by David Muss, one of the partners in ‘the operation. He a 


testified to his experience as a builder and to the experience of his = 
family in this field, going back more than 50 years. He explained that } 
the construction of the housing at Wright-Patterson was changed from th 
brick veneer to stucco veneer because they liked stucco better for this th 
type of operation, and not because of the lower costs for stucco. He 

asserted that, being a veneer, neither the brick nor the stucco added on 
structural strength. However, the stucco permitted the introduction W 
of color and the use of various types of brick and stone in trim. To ni 
clinch the assertion the cost was not the determining factor in the an 
shift from brick to stucco, he pointed out that the dwelling units being he 
built were larger than those proposed in the original submission ; that w] 
the one-bedroom units were discarded and that all were two- or three- mie 
bedroom units; that the pitch roof was replaced with a flat roof with du 
a 2-foot overhang; and that full entrance hoods and porches were ad 


added. The changes. he said, do not add up to reduced cost, but Ke 
they do increase the desirability of the dwellings, a factor which he 7 
counted upon to sustain occupancy over the 2 years. 


Sy! 
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Mr. Muss introduced representatives of the manufacturers of the 
insulation board that was used as sheathing for the buildings, and of 
the wire mesh that was used for reinforcing the stucco. Eac ‘h testified 
to the durability of their products and referred to laboratory tests as 
well as to experience with them by the building industry over the past 
10 to 20 years to substantiate their testimony. 

Three local builders from Dayton, Ohio, ‘testified about the project 
and expressed doubts about the durability of the construction em- 
ployed, the efficiency of the heating system to create satisfactory winter 
conditions, and raised questions as to how the contract had been 
awarded. They also expressed the opinion that the valuation for 
mortgage purposes was too high. 

Representatives of the FHA from the Cincinnati office and the cen- 
tral office in Washington, D. C., explained that the valuation for 
mortgage purposes is “based on the estimation of actual costs which, 
in turn, 1s based on cost figures obtained in the area. The increase 
in valuation that had been questioned was caused by a general increase 
in building-material prices and labor costs between the time of the 
preliminary approval and the final submission for valuation. The 
ELA officials testified to the durability of the type of construction 
being used and to the satisfactory capacity of the heating system. 
They also expressed the opinion that the tenants will be getting a 
“very good buy” for their rent, when the accommodations being 
offered and the size of the dwelling units are taken into consideration. 


CONCLUSIONS 
FINDINGS 


The subcommittee, in arriving at its findings, has taken into full 
consideration the conditions which faced the Congress, the govern- 
mental agencies, and a very large body of civilians, veteran and non- 
veteran alike, immediately after World War II. There were few 
homes available; material and labor shortages were critical; and the 
need for immediate action was paramount. The Congress acted by 
passing legislation designed to be of substantial aid to the building 
and mortgage industry. Quantity in production was a principal 
objective sought by this action. The building and lending industries 
and the governmental agencies concerned responded generously, and 
the net results were outstanding—about 6,000,000 new family units in 
the 6 years from mid-1946 to mid-1952. 

With the emphasis being placed on quantity, it would not have been 
surprising if even more deficiencies had been brought to our attention. 
When placed in the perspective of the results of the total Govern- 
ment-aided program, the deficiencies which were found were not so 
widespread or so serious as to raise even the slightest doubt as to the 
basic wisdom and success of the FHA- and VA-aided programs as a 
whole. This conclusion is further supported by the fact that the 
most serious deficiencies were traced by the subcommittee to failures, 
during the early postwar period, of the Veterans’ Administration to 
adopt adequate construction standards and of the inability of that 
Administration to create an adequately staffed inspection or appraisal 
system sufficient to cope with the tremendous and sudden volume of 
work. In fairness to the VA, it should be noted that, in addition to 
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the time pressure and the shortage of skilled personnel, the GI bill of i 
rights itself had no provisions which contemplated standards such as a 
were in effect in the FHA system. = 
The prevalence of defective materials and workmanship was grad- ag 
ually diminished as material shortages were lessened; as skilled Tabor “ 
became available; as buyers became less desperate; as Federal and N 
local agencies improved their procedures; and as the Congress and mm 
the V A acted to impose definite minimum standards. similar to FHA al 
standards, in the VA system. While there has been great improve- ) by 
ment, serious deficiencies in materials and workmanship have never- a 
theless been found even in recently built, Government-aided houses. ¥ 
Furthermore, these are not extremely rare occurrences but rather are sh 


frequent enough to show that real defects exist in the inspection 


’ 
system. Such defects should be corrected with as forthright action be 
as was taken initially in meeting the housing problem. The subeom- , 


i 
mittee believes that the F ederal agencies concerned should henceforth 


place greater emphasis on quality of production. They are already hi 
equipped with much of the legislative authority necessary to take this - 
action. el 

While the subcommittee received testimony indicating the use of tk 


inferior materials, inferior workmanship, and shoddy building prac- 
tices in various projects, it appeared, so far as recently built “houses , 


are concerned, that the more serious complaints were produced by in- . 
adequate presite engineering. These complaints included improper ! 7 
drainage, failure of septic ti anks, wet or flooded basements, and shift- 

ing foundations. Had there been proper presite engineering, condi- he 
tions of high-water tables, which create constant water pressure . 
against cellar walls, and heavy clay soils, which accept and dissipate i 
effluence from septic tanks too slowly, would have been discovered. 7 
When difficult site conditions were combined with any down grading * 
of materials or workmanship, which many witnesses described, then tr 


slums of the future were created. . 
Contributing to this condition was the fact that many engineering “I 


and health officers of munic ipal and county governments found them- tl 
selves unable to meet the demands placed upon them by the sudden 

building activities that visited their areas of responsibility. Mayors = 
of some municipalities testified to the difficulties that arose and the r 


problems which developed within their small communities when over- " 
whelmed by a building boom. It was pointed out that these com- V 
munities had neither the trained personnel, regulatory codes, nor ex- 


perience to effect controls essential to public health and safety or to P 
guide proper development of the community. As a result, fire and ti 
health hazards were created by improper heating plants and bad site h 
planning and there were many cases of inadequate surface drainage, n 


flooded cellars, and overflowing septic tanks. Dissatisfied and frus- 
trated buyers appealed to local officials for help after the builders b 
had collected their money and gone. Like the buyers, many of the 


= m 
smaller communities, particularly boroughs and townships, had 
looked to the FHA and VA, agencies which made the building funds V 
possible, for assurance that minimum property requirements would “ 
be met : 
Unfortunately, the Federal Housing Administration and the Vet- a 
erans’ Administration, of necessity perhaps, in their turn placed too | | 
much reliance upon the certifications from local engineering and . 7 
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health offices. The subcommittee was pleased to observe that actions 
now being taken by some local communities, as well as by Federal 
agencies, ‘will do much to prevent the recurrence of these types of 
complaints. However, the subcommittee finds that, throughout the 
Nation as a whole, local communities, so far as their health and engi- 
neering codes and services are concerned, have remained in the horse- 
and-buggy era. For the most part, understaffed local offices, operating 
by rule of thumb, fail to attain even minimum standards of technical 
service to assure proper site planning of new homes. The FHA and 
VA ought not to be expected to impose requirements of a sort which 
should be covered by local law. 

The subcommittee found that it was the frequent belief among home 
owners that their homes were insured or guaratneed against defects 
by the Government. Studied attention to their legal rights and obli- 
gations was not given—this despite the fact that the purchase of a 
home represened “the largest single investment they would probably 
make in their lifetime. The fact is that the Government insures or 
guarantees repayment of the mortgage loan upon the home, but not 
the home. 

We pointed out many times during our hearings that the FHA 
and VA responsibilities are, legally, only to the lenders. This is true 
even though the ultimate purpose of the FHA and VA programs is 
to encourage the provision of safe, healthful, and properly built homes. 
These Government agencies insure or guarantee lenders against loss on 
mortgage loans. Inspections made by them are legally for their own 
benefit, although if these inspections had been adequate the buyers 
would have benefited from them. The buyers, however, who were 
largely veterans, relied upon this Government inspection and loan 
approval as assurances of quality. 

The purchasers of homes generally bought through purchase con- 
tracts which did not contain, or incorporate by reference, plans or 
specifications which would in any way protect the buyers. On the 
basis of these contracts, they ‘arely had any legal basis for suit against 
the builders. Matters of this nature are necessarily covered by the laws 
and courts of the State, and it is important for the home buyer to 
protect. himself in his contractual dealings with the builder or seller. 
In the final analysis, only the buyer, and not any Federal agency, can 
protect the buyer against a bad buy. The Government can only create 
favorable conditions for the purchaser and attempt to assure com- 
pliance with minimum standards. 

Another difficulty arose when some builders formed new corpora- 
tions to build each project, and dissolved the corporations after the 
houses were sold. By this legal device, in the absence of fraud by the 
individual seller himself, every vestige of a legally responsible entity to 
whom the buyer might turn was removed. According to witnesses, the 
bank or lending agency which provided the mortgage money had no 
major continuing interest in the adequacy of the house because the 
money was insured or guaranteed by the Government; the FHA or 
VA had no immediate legal interest because their legal responsibility 
was to the lender and they lacked power to interfere in the private 
contract of sale; and the builder, who had his money. had no im- 
mediate interest either because he had no responsibility under the 
purchase contract or because he had operated through a corporate 
set-up and the corporation had been dissolved. 
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Your subcommittee noted, during its field trips, instances of decep- Si 
tive or misleading advertising practices being followed by some ven- n 
dors of homes insured or guaranteed under governmental programs. 0 
On many of the projects visited by the subcommittee large signs ad- 
jacent to the project read “FHA insured” or “VA guaranteed.” This 
abbreviated term, commonly used in the building trade, was not te 
necessarily intended to mislead the home purchaser... However, the ce 
phrase has, in fact, been extremely misleading to man ple, and it . oO 
would seem that the FHA and VA should either pro ribit the use of d 
such advertising or adopt sufliciently rigid inspection requirements ' te 
and complaint procedures so that the.insurance or guaranty would . v 
mean something more to the purchaser in terms of assured quality. . 0 
We do not agree that the agencies have always done as much as they w 
legally could to prevent deficiencies or to insist that builders correct y 
deficiencies. Is 
It is the judgment of this subcommittee that as between inspections e 
verformed by fee inspectors under VA practice and those performed Ci 
be salaried governmental employees under FHA practice the latter e: 
system is preferable. Admittedly evidence of improper or inept I 
inspections was presented involving each system, but the latter system . st 
appeared more efficient in the light of the full investigation. We 0 
recognize the practical difficulties which would face the Veterans’ ) ce 
Administration should we recommend an immediate discontinuance : Ik 
of their system of inspections and appraisals. It is doubtful whether : : 
there would be available the substantial number of competent and si 
fully trained personnel which would be required. Even if available, d 
it is doubtful that such personnel could be attracted to governmental . b 
employment in sufficient numbers under the prevailing salary rates C! 
offered for this type of employment. However, it is believed essential e" 
that steps be taken to assure an orderly change of the Veterans’ Admin- wu 
istration system in this regard. ¢ 
Although the VA inspection system has not worked as well as the p 
FHA inspection system, your subcommittee has noted that the VA e! 
complaint procedure, as recently improved, is superior to FHA’s. The e" 
FHA has been both slow and inefficient in handling complaints, includ- : fi 
ing complaints forwarded to it by the subcommittee. Your subcom- vi 
mittee fully recognizes that a seemingly simple complaint may require ee 
extensive investigation; that interested persons are not always avail- : 
able for an investigator’s interview; and that time must sometimes be 
allowed for the builder to present his defense or to make corrections 
pending a final report on the complaint. However, some of the reports . 
received from the FHA were not entirely clear and indicated that the . = 
FHA’s complaint procedure was not only slow but also inefficient. 
Since it is reasonable to believe that the inquiries from a congressional f 
committee were probably given more careful attention than other : d 
inquiries, these unsatisfactory reports indicate that the FHA com- a 
plaint procedure in general is probably defective. li 
While the subcommittee found that most builders were willing and Us 
did attempt to adjust bona fide complaints, we also observed that d 
there were some who were reluctant and others who absolutely dis- 
claimed any responsibility for correcting deficiencies in units which me 
they had constructed. As reported previously, to avoid such respon- a 
sibility, some builders shielded themselves behind a corporate organ- t] 


ization which was dissolved immediately wpon the completion and : 
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sale of the units in the project. They would, of course, continue their 
next building operations under the protection of a new corporate 
organization. 

This presents a problem which is difficult to solve without having to 
take a position which the subcommittee ordinarily would be reluctant 
to take, namely, recommending that the governmental agency con- 
cerned should refuse to do business with such successor corporation 
or the principals identified with the old corporation if substantial 
deficiencies have been discovered or if there hus been a gross failure 
to discharge contractual obligations to purchasers of housing pre- 
viously constructed and sold. Admittedly, this does place a great deal 
of power in the hands of governmental administrators in determining 
who can and who cannot participate in the housing program. But 
your subcommittee has confidence in and will urge that these admin- 
istrators should use such powers wherever necessary, but to do so with 
every regard for equitable and fair determination of the facts in each 
case. It should be pointed out further that these powers do not 
exclude anyone from building but only from participation in the 
Federal programs. For example, your subcommittee feels most 
strongly that builders who hide behind dissolved corporations in 
order to shirk their contractual obligations to the buyers or to avoid 
correcting gross deficiencies should certainly be barred from future 
FHA and VA assistance. 

Your subcommittee would be remiss in its obligations and respon- 
sibilities if it failed to conclude, and so state, that it found a prepon- 
derance of evidence indicating a most satisfactory performance by the 
building and lending industry and the Federal, State, and local agen- 
cies of government concerned with the development of housing. How- 
ever, this conclusion does not mean that the deficiencies brought to our 
attention were inconsequential; on the contrary, very serious defi- 
ciencies were noted. We regret that we are limited in our ability to 
propose solutions which will prevent all the types of difficulties experi- 
enced by the con:plainants appearing before the subcommittee. How- 
ever, the following recommer \dations are presented in the light of our 
findings, and it is our belief that their acceptance will go far to pre- 
vent the recurrence of the types of complaints presented to the sub- 
committee during this investigation. 













RECOMMENDATIONS 


l. Standards and procedures in relation to land planning must be 
strengthened. 

(a) Such procedures should require a report from qualified pro- 
fessional sources, competent in this field, indicating that the site- 
development plans are adequate for the area to be developed ; that 
where individual water or sewerage systems are proposed and estab- 
lished soit data is unavailable, percolation tests of the soil shall be 
taken at specific intervals, with the result of such tests; and that the 
development plans meet FHA and VA standards. 

(6) FHA and VA should take immediate steps to employ compe- 
tent engineers to review all such reports in regard to acceptability of 
sites and site plans. 

(c) FHA and VA building-inspection personnel shoul] receive on- 
the-job training in site-inspection techniques. 
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. The FHA and the VA, after reasonable study, should prepare, 
a use in their programs, suitable forms of contracts of sale, in the 
case of sale of new houses, which comply with law in each of the 48 
States and the Territories. Such contract forms should be manda- 
tory. They should contain a warranty binding upon the builder of 
the home, guaranteeing that the unit has been built free of major 
structural defects and in substantial conformity with the plans and 
specifications (including any amendments) on which FHA or VA 
based its valuation and commitment to insure or guarantee a loan for 
such unit. coe — plans and specifications Sodd be sufficiently 
complete or the ‘anty should be so worded that the buyer is pro- 

tected against bad sunieriade and bad workmanship. The warranty 
should apply only to those failures which the purchaser reports by 
written notice to the warrantor within 1 year from the date of initial 
occupancy. Home owners should be permitted to view and make 
ee of the plans and specifications on file in FHA and VA offices. 

The FHA and the VA should make a study to determine the 
feasibility of a bonding device, or escrow device, or governmental] 
insurance device which will provide protection to home purchasers 
against defects not corrected by builders who have dissolved their 
corporations or have become insolvent. (A particularly shocking 
example of such failure to discharge an obligation is the failure 
to return a buyer’s deposit where the house is not completed by the 
builder.) 

4. The Commissioner of FHA and the Administrator of VA should 
exercise their right, in every appropriate instance, to refuse to issue 
commitments of insurance or certificates of reasonable value to any 
person responsible for housing previously sold under either of their 
programs which contained substantial uncorrected deficiencies or with 
regard to which there was a failure to discharge contractual obliga- 
tions to purchasers. These devices should also be studied as possible 
means of protecting home buyers against the failure of insolvent 
builders to return cash deposits. In carrying out this recommenda- 
tion, the FHA and VA should not be deterred from acting against 
srt who hide behind dissolved corporations. 

. The VA should immediately recruit a core staff of qualified in- 
tines tors and appraisers and institute a suitable training program in 
order to prepare qualified salaried personnel so that its fee appraisers 
and inspectors may be gradually replaced as trained salaried person- 
nel become available. The executive and legislative branches should 
cooperate in arranging for higher pay for inspectors and appraisers. 

6. FHA and VA should adopt reasonable regulations with regard to 
the use of the names of the Federal Housing ‘Administration and the 
Veterans’ Administration to avoid misleading advertising by builders 
or sellers. 

FHA and VA should initiate at once a training program of em- 
ployees in their offices who handle complaints of home owners and to 
emphasize in such training program the necessity of prompt and sym- 
prea handling of all complaints. 

A very high percentage of our local building and health codes 
wan enforcement machinery needs to be brought up to date by local 
governmental action, and further efforts should be made by our lo- 

calities to write performance standards into our building codes as ad- 
vancing research by Federal and private agencies perfects such stand- 
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ards. (As revealed by earlier congressional investigations, many 
local sities are out of date and impose unnecessarily restrictive con- 
struction requirements which do not permit newer and less expensive 
materials and techniques to be used. On the other hand, as clearly 
revealed by your subcommittee’s investigation, building and health 
codes are often not restrictive enough in regard to site-planning 
standards or else are not adequately enforced in this field.) 

9. FHA and VA should reexamine their entire operations to place 
greater oe on raising housing standards with respect to site 
pl: ining, size of rooms and other design features, and construction 
quality. "The unusual emphasis on volume and speed which was ap- 
propriate during the years immediately following VJ-day is no longer 
appropri: ute. 





